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PREFACE 


The present Survey is the twenty-fourth in a series of reports prepared 
annually by the secretariat of the Economic Commission for Asia and the 
Far East. A major object of these Surveys, and of the quarterly Economic 
Bulletin, is the analysis of recent economic developments in the countries of 
Asia and the Far East, and of international developments that affect them. 
Particular attention is paid to the analysis of economic policy and policy 


issues. 


Since 1957, in addition to review and analysis of developments in individual 
countries of the region, it has been the practice of these annual Surveys to 
examine specific problems concerning the economies of the region in order 
to study long-term trends and their implications for national policies. In 
keeping with this practice, Part One of the present Survey contains a study 
on the role of foreign private investment in economic development and 
co-operation in the ECAFE region. Part Two, in addition to individual 
current surveys of twenty-one countries of the region, contains two special 
studies, the first on problems and prospects of the ECAFE region in the Second 
Development Decade and the second on broad features of development in the 


ECAFE region in 1969/70 and their implications for 1971. 


The Survey is published on the sole responsibility of the ECAFE 
secretariat; the views expressed should not be attributed to the Commission 


or to the Governments of member countries. 


Bangkok, March 1971. 
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EXPLANATORY NOTE 


The term “ECAFE region” is used in the present issue of the Survey to include Afghanistan, Australia, Brunei, Burma, Ceylon, China 
(Taiwan), Fiji, Hong Kong, India, Indonesia, Iran, Japan, Khmer Republic, the Republic of Korea, Laos, Malaysia, Nepal, New Zealand, Pakistan, 
Papua and New Guinea, the Philippines, Singapore, Thailand, the Republic of Viet-Nam and Western Samoa. Unless otherwise specified or made 
clear in the text, it excludes China (mainland), Mongolia, North Korea and North Viet-Nam, all of which are centrally-planned economies for 
which adequate information or comparable statistics are not available. Malaysia includes the territories of West Malaysia (the former States of 
Malaya) and East Malaysia (Sabah and Sarawak), and statistics relating to previous years often have to be given separately for the two parts of 
the country. There are also cases where national figures of previous years are combined to compare with those of later years. The term 
“developing ECAFE region” excludes Australia, Japan and New Zealand. 


Unless otherwise stated, all statistical tables are compiled by the ECAFE secretariat on the basis of data published by Governments and the 
United Nations and its specialized agencies. 


Reference to “tons” indicates metric tons, and to “dollars”, United States dollars, unless otherwise stated. 
The term “billion” signifies a thousand million. 

Three dots (...) indicate that data are not available or are not separately reported. 

A dash (—) indicates that the amount is nil or negligible. 

A blank in a table indicates that the item is not applicable. 


A hyphen (-) between dates representing years, e.g. 1950-1960, is used to signify the full period involved, including the beginning and end 
years. 


A stroke (/) indicates a crop year, fiscal year or plan year, e.g. 1960/70. 


The plan years of the ECAFE countries coincide with their fiscal years as given in the table below, except in the case of China (Taiwan), 
where the plan year coincides with the calendar year. 


In respect of information given, the countries listed below have generally been included, subject to limitation of data. 


Official rate of exchange 
for one United States 


Country Fiscal year Currency and abbreviation dollar as of 16 February 
1971 except as otherwise 
indicated 
Afghanistan 21 March to 20 March since 1963/64 Afghanistan (Af) 45.00 
Australia . July to June Australian dollar (A$) 0.89 
Brunei January to December Brunei dollar (B$) 3.06 
Burma , October to September Kyat (K) 4.76 
Ceylon, (> 2 et October to September Rupee (Rs) 5.95 
China (mainland) January to December Yuan 2.46° 
China (Taiwan) . July to June New Taiwan dollar (NT$) 40.00 
Hong Kong April to March Hong Kong (HK$) 6.06 
India . April to March Rupee (Rs) 7.50 
Indonesia . January to December Rupiah (Rp) 340.14" 
Tran 21 March to 20 March Fial 75.76 
Japan , es April to March Yen (¥) 359.71 
Khmer Republic . January to December Riel (Ri) 55.56° 
Korea, Republic of January to December Won 316.464 
Laos July to June Kip (Kp) 239.81° 
Malaysia January to December Malaysian dollar (M$) 3.06 
Nepal 16 July to 15 July Rupee (Rs) 10.12 
New Zealand April to March New Zealand dollar (NZ$) 0.89 
Pakistan ieee July to June Rupee (Rs) 4.76 
Papua and New Guinea . July to June Australian dollar (A$) 0.89 
Philippines July to June Peso (P) 3.90° 
Singapore April to March since 1969/70 Singapore dollar (S$) 3.06 
Thailand . aun October to September since 1961/62 Baht 20.80 
Viet-Nam, Republic of . January to December Piastre (Pr) 118.06® 
Western Samoa April to March Samoan tala (WS$) 0.71 


* June 1, 1968. 


» Major export rate at the end of 1970. 


“End of October 1970. 
4 End of 1970. 
© End of October 1970. 


‘ Floating rate since 21 February 1970. 


® End of 1970. 
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INTRODUCTION 


The First Development Decade 
The record of the developing ECAFE region 


during the First Development Decade is a mixed one. 
Measured purely in terms of aggregate growth in 
production, the First Development Decade witnessed 
success in most of the developing ECAFE countries. 
The target growth rate of 5 per cent, set by the United 
Nations General Assembly at the beginning of the 
decade, appears to have been achieved by a large 
number of countries in the region, and quite a few 
have recorded growth rates considerably in excess of 
the target. The better performance of the agricultural 
sector was an important factor in improving the 
growth performance of a number of developing 


ECAFE countries during the 1960s. 


The rise in per capita income in most countries 
is, however, far less impressive on account of the fast 
growth in population. Moreover, the gains from 
development have not been equitably distributed. The 
increase in inequalities of income and wealth, and 
the lack of any pronounced improvement in the living 
conditions of the lower income strata in many 
countries, have led to social discontent and to calls 
for a major reorientation of policies in the Second 
Development Decade. 


The average annual rise in per capita income in 
the developing ECAFE region between 1960 and 1968 
amounted to no more than 1.9 per cent. Even this 
rate cannot be taken as a good indicator of progress, 
however, because direct and indirect evidence points 
to an aggravation of income inequalities in most 
countries of the region. Large segments of popula- 
tion in a number of countries continue to suffer from 
varying degrees of malnutrition as a direct effect of 
low incomes, and the unemployment situation remains 
acute in most countries. On account of the inequitable 
sharing of gains from development, a number of 
developing ECAFE countries experienced social dis- 
content of varying intensity during the First Develop- 
ment Decade. 


Major policy issues in the Second Development Decade 


The major policy issue which confronts the 
developing ECAFE countries in the Second Develop- 
ment Decade is how to bring about a better blend 
between economic growth and social justice. A con- 
siderable acceleration in the rate of growth of per 
capita income will be necessary in order to tackle 
the socio-economic problems of the region effectively. 
The slowness with which living conditions improved 


in the First Development Decade in the developing 
ECAFE region is in large part a reflection of the 
fact that, at the beginning of the 1960s, Asia was the 
poorest of the world’s regions in terms of per capita 
income, and it remains so today. 


It is encouraging, however, to find a number of 
factors which promise more rapid economic growth 
in the Second Development Decade. By far the most 
important of these is the breakthrough in agriculture. 
It is particularly satisfying to note that progress in 
the adoption of new high-yielding varieties of seeds 
and greater use of fertilizers has been most rapid in 
the densely-populated and food-deficit countries of the 
region, such as India, Pakistan and the Philippines. 
This is of great significance because the new strategy, 
being land saving, necessitates a large amount of 
working capital per unit of land to fulfil the new 
varieties’ requirements for very large inputs of 
fertilizers and pesticides, technically superior water 
supplies and precision of cultivation. To enable the 
small farmer to share in the benefits of the new 
high-yielding varieties, a substantial extension of bank 
credit and other assistance seems essential. 


In general, with the building up of a more 
adequate physical infrastructure, the “development 
potential” of most developing ECAFE countries has 
increased, and the development process in future 
should gain by “external economies” associated with 
it. The process of industrialization, which was fairly 
rapid in a number of countries, has imparted greater 
strength to their economies. Some countries, such as 
India, the Republic of Korea and China (Taiwan), 
have progressed beyond the first phase of industrial- 
ization and have made significant headway in more 
sophisticated lines of industrial production. This 
change in the internal structure of industry is likely 
to have beneficial “spread” effects in the future, if 
other circumstances are favourable. The savings and 
investment effort of the developing ECAFE countries 
during the First Development Decade was also sub- 
stantial; in a number of countries the marginal rate 
of savings was as high as 20 per cent or more. The 
fact that, in the case of almost all developing ECAFE 
countries, the marginal rate of savings has been higher 
than the average rate of savings gives cause for hope 
that gross domestic savings as a proportion of gross 
domestic product will rise further in future. Viewed 
against the background of the numerous impediments 
in the way of export expansion, the export perform- 
ance of the developing ECAFE countries during the 
First Development Decade was also encouraging. 
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Acceleration in economic growth will require the 
removal of a number of impediments which held back 
faster progress in the First Development Decade. A 
slowing down in the rate of population growth is 
essential if significant improvements in living condi- 
tions are to be attained. It will also be necessary 
to remove such institutional impediments to progress 
as inequitable land tenure systems. Steps need be 
taken to achieve greater allocative efficiency. The 
development strategy pursued in the 1960s involved 
certain imbalances in both intersectoral and intra- 
sectoral resource allocation. These need to be re- 
medied. In this connexion, exchange rate and interest 
rate policies, in particular, need re-examination in a 
number of countries. At the same time, achievement 
of a higher growth rate will require increased 
domestic resource mobilization and vigorous export 
expansion. Apart from self-financing, there are two 
fundamental methods of resource mobilization: bud- 
getary surpluses and the channelling of private savings 
to development-oriented financial institutions. Bud- 
getary surpluses over current expenditure will have 
to play a much more important role in domestic 
resource mobilization in the Second Development 
Decade on account of the need to maintain monetary 
stability, the clearly discernible rising trend in a 
number of countries in the ratio of public investment 
to total investment and GNP, and the expected rise 
in social sector capital expenditures. A major effort 
will be needed, therefore, to increase government 
revenues. Rising per capita incomes, the decline of 
the subsistence sector and the greater diversification 
of the economies in the ECAFE region mean that 
particular attention will have to be given to the 
development of financial institutions to streamline and 
quicken the process of resource mobilization. The 
desired acceleration in the rate of economic growth 
will require a steady increase in foreign exchange 
earnings and this, in turn, will require measures on 
a broad front, such as improvement in quality and 
reduction in the cost of production of export products, 
development of new export markets, and a relative 
shift towards the production and export of those 
commodities whose world demand is expected to grow 
at a faster pace in the future. 


These measures need to be supplemented by more 
active regional co-operation and greater assistance on 
the part of the international community in matters 
of trade and aid. Measures of trade liberalization 
among the developing countries, together with com- 
modity agreement and harmonization of development 
plans, can significantly aid the development effort of 
individual countries by overcoming the problem of 
smallness of domestic markets and by increasing 
productive efficiency through greater specialization 
and achievement of economies of scale. Considerable 
headway has been made in the study of the problems 
of regional co-operation in the First Development 


Decade, and more tangible results can be expected 
in the Second Development Decade. Developed coun- 
tries’ tariff and non-tariff barriers to imports from 
developing countries are impeding a faster rise in the 
developing countries’ export earnings. It is hoped 
that developed countries will allow increased access 
to their markets in the Second Development Decade 
and thereby assist the export drive of developing 
countries. An increase in the flow of foreign assis- 
tance and a softening of the terms of all types of 
foreign assistance are also needed if the “trade gap” 
of developing countries is not to interfere seriously 
with their efforts to speed up economic growth. 


A number of measures are required to ensure 
that the benefits of economic growth are widely 
distributed. Fiscal policy needs to play a more active 
role in bringing about a better pattern of income 
distribution. It is necessary to stabilize the cost of 
living and guard against the emergence of undue 
inflationary pressures which result in regressive 
changes in income distribution. Vigorous efforts are 
needed to expand employment opportunities. Finally, 
it is necessary to give more attention to social sectors — 
and to modify the institutional and policy framework 
so that all strata of society have ample opportunities 
for rapid economic and social advancement. 


The current economic situation 


Economic developments within ECAFE develop- 
ing economies were affected by developments in the 
international economic community. In 1969 and 
1970, the world economy suffered strong inflationary 
pressures. These occurred because of excess demand 
conditions which manifested themselves in a marked 
expansion in the value of world output and trade. 
As a result of this high level of economic activity in 
the developed industrial nations, record rates of 
growth in output and trade were experienced by 
developing economies. The continuing effects of the 
“green revolution” in agriculture also assisted ma- 
terially in expanding output in a number of countries. 


Although there were some exceptions, the de- 
veloping economies of the ECAFE region, as a whole, 
recorded impressive increase in the level of real gross 
national products in 1969, and, from preliminary 
evidence available, it is obvious that these increases 
continued in 1970. Increases in gross national pro- 
duct in China (Taiwan) and the Republic of Korea 
were a result of the rapid expansion of demand in 
the developed industrial nations, and, in the remainder 
of the region, they were the result of the continued 
expansion in agricultural output. 


As the individual country chapters indicate, the 
developed economies of the region also sustained 
impressive economic development. Rates of growth 
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in gross national product are given in table 1 for a 
number of selected developing countries in the ECAFE 
region. Three points are worth noting. First, al- 
though some of the estimates for 1970 are not yet 
to hand, it is evident that, in 1969 and 1970, most 
countries in the region either attained or exceeded, 
in some cases considerably, the 5.0 per cent rate of 
growth in gross national product set for the First 
Development Decade. Secondly, there is encouraging 
evidence that, in India and Indonesia, the long-term 
rate of growth in real gross national product is rising 
and will continue to rise. Pakistan is maintaining 
its growth momentum. Because of the large size of 
these countries, this is of particular importance in 
assessing the prospects for the region in the coming 
development decade. Thirdly, in 1969, most of the 
countries achieved increases in real gross national 
product in excess of the targets laid down in their 
development plans (where these existed). In the 
Republic of Korea, in particular, the growth rate of 
15.9 per cent considerably exceeded the plan target 
of 10.0 per cent. 


Table 1. Selected developing countries of the ECAFE 
region: Growth rates of gross national 
products at constant prices 


Annual average Change from the previous year 


Country 1960- 1965- 
1965 1969 1968 1969 1970 
Ceylon + 3.9 6.1 8.3 D7 5:3" 
China (Taiwan) . 10.1 9.9 10.1 8.7 n.a. 
rain mites bs) 3.3 4.4 oF, 2.2 bets 
Indonesia . . . 1.8 3.5 6.9 6.3 n.a. 
Bran’ s geratinwy is) ss 6.6 9.3 11.8 10.2 11.4 
Korea, Republic of . 6.8 12.8 13.3 15.9 11.6* 
Malaysia, West. . 5.9 6.9 5.8 9.0 na. 
Pakistan? . . . oft 6.0 7.8 5.0 5.8 
Philippines?’ . . 5.6 6.3 6.2 6.5 5.0 
PO UIAREAT ee | es ce f&S) 9.1 9.1 9.4 5.4% 


Sources: International Monetary Fund, Annual Report, 1970, 
p. 104; country reports included in this Survey; and 
various official publications. 

* Estimate only. 

Year ending 31 March. 
© Year ending 20 March. 
* Year ending 20 June. 


Recently released FAO information indicates that 
total production in the agricultural sector of the 
ECAFE region increased by 3.3 per cent in 1970. 
This solid achievement in the agricultural sector in- 
dicates that the effects of new agricultural techniques, 
known as the “green revolution”, are continuing, 
except where particularly adverse climatic or other 
conditions have appeared. In some nations, increased 
output is also the result of policies directed towards 
agricultural self-sufficiency. This increase in agricul- 
tural output has given rise to new problems. First, 


the export prospects of traditionally food-exporting 
nations, such as Thailand, have been adversely affect- 
ed. In so far as these new techniques are responsible 
for a genuine shift in comparative advantage there 
is little such countries can do except to adopt policies 
which will offset the adverse balance of payments 
effects and diversify agricultural production. 


Secondly, because of the nature of the new 
agricultural techniques, the disparity in income dis- 
tribution in the agricultural sector has tended to 
increase. Generally speaking, it is the larger-scale 
economic unit, which has access to capital, which has 
benefited most. As stated before, it is necessary to 
extend substantial bank credit and other types of 
assistance to small cultivators to enable them to share 
in the benefits of the new high-yielding varieties. 


For the region as a whole, there has been a 
continued expansion in industrial activity. The ex- 
pansion in demand in the developed industrial 
economies in 1968, 1969 and 1970 has been biased 
towards manufactured commodities and has benefited 
most the exports of those commodities. 


It is well-known that, at least until intermediate 
and capital goods industries commence operation, 
large-scale industrial development will require heavy 
imports of capital equipments and semi-processed 
products. It is essential to realize, however, that, in 
small developing countries, the development of key 
industries, such as petro-chemicals, iron and steel, 
aluminium, and machinery, will face severe difficulties 
and lead to uneconomical use of scarce resources if 
based on a single country’s market. For this reason, 
it is important that recent proposals concerning intra- 
regional trade among developing countries be pro- 
ceeded with as soon as possible. 


The recent export performances of countries in the 
region is a mixed one. On the one hand, estimates 
for 1968, 1969 and 1970 indicate that the Republic 
of Korea, China (Taiwan), Iran, Malaysia, India and 
Indonesia have improved considerably on their per- 
formances in the earlier years of the decade. Indeed, 
with the exception of India, the exports of these 
countries are currently growing at a rate in excess 
of 10 per cent per annum. On the other hand, 
countries such as Thailand, the Philippines, Pakistan 
and Ceylon have encountered difficulties in sustaining 
the rate of expansion of their exports. 


Those countries in which export development has 
been particularly strong, such as the Republic of 
Korea, China (Taiwan), Singapore and Hong Kong, 
have been influenced by the excess demand conditions 
in the developed industrial nations and by the bias 
of the import demand of these countries in favour 
of manufactured goods. Iran and Malaysia have 
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benefited from buoyant demand conditions for their 
traditional exports, and Indonesia is reaping the 
benefits of policies, such as exchange rate alterations, 
which sought to improve the efficiency of their export 
sectors. 


Adverse balance of payments influences have also 
been operative. Rice exports from Thailand have 
fallen as a result of the increases in agricultural 
output elsewhere in the region. In Pakistan, the 
failure to sustain export growth is partly due to 
reduced foreign aid which has curtailed the flow of 
imported raw material to the manufacturing sector 
and thereby reduced the export of manufactured 
goods. 


The rate of growth of imports in a number of 
countries of the region reflects several basic influences. 
In the case of the Republic of Korea and China 
(Taiwan), the strong export-led development of the 
domestic economy has given rise to a rapid expansion 
of import demand. In the former country, economic 
development has also been augmented by foreign 
capital inflow, with the result that it has secured the 
highest rates of increase of import demand recorded 
since 1968. In a number of other countries, such 
as Pakistan, India and Ceylon, import demand has 
been adversely affected by the stagnation of foreign 
aid. Import demand has also been strongly influenced 
by a tendency for certain economies, such as the 
Philippines and Iran, to expand aggregate demand, 
including demand for fixed-capital formation, beyond 
the availability of domestically produced goods and 
services, and to finance this excess of expenditure 
over income by large short-term borrowing from 
abroad. In each of these cases, the subsequent short- 
term debt-servicing problem has required the adoption 
of unpalatable monetary, fiscal and external policies 
to bring the balance of payments to order. 


The prospects for 1971 


For a variety of reasons, it is likely that develop- 
ments in the international economy will adversely 
affect the balance of payments situation of a number 
of countries in the region and thereby give further 
emphasis to the need to mobilize domestic savings 
if the level of investment in relation to gross national 
products is to be sustained. 


First, the rate of growth in output of the 
industrial countries can be expected to decline in 1971 
as these countries adopt more effective anti-inflationary 
measures. The level of industrial activity in the 
developed economies strongly influences the exports 
of ECAFE developing economies, and countries such 
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as the Republic of Korea, China (Taiwan) and 
Singapore, in particular, will probably be adversely 
affected. Secondly, while the more pessimistic fears 
about a revival of protectionist philosophy in the 
United States are unlikely to materialize fully, there 
is no daubt that, at a time of excessive unemployment 
and of balance of payments difficulties, the arguments 
of protection groups are influential. 


For the most part, of course, it is the very success 
which many developing nations have had in competing 
in the markets of the developed countries which has 
prompted the unfortunate and short-sighted adoption 
of protectionist policies. It is pleasing to note, 
however, that, in the recently held meetings of the 
UNCTAD Committee on Preferences, the developed 
countries indicated their willingness to take measures 
by 1971 to accord non-discriminatory and non- 
reciprocal preferences to developing countries. 


Thirdly, the observed decline in the absolute 
value of capital flows of a genuinely concessionary 
nature is a matter of deep concern. Indeed, the 
decline is more pronounced if real and not current 
values are used. Moreover, while the flow of long- 
and short-term capital of a non-concessionary type 
has tended to offset this decline in foreign assistance, 
the changed composition of the over-all capital flow 
to harder commercial terms, and the increased share 
of short-term capital in the over-all total, have in- 
creased the debt-servicing commitments of many 
ECAFE developing countries. 


As a result mainly of the decline in foreign 
assistance and rising debt-service obligations, invest- 
ment and particularly public sector investment has 
tended to stagnate in a number of countries in the 
region. This situation could be aggravated in 1971 
unless the developed economies plan their anti-infla- 
tion policies in such a way that the export prospects 
of the developing economies are not seriously 
jeopardized and unless the developing economies 
pursue their attempts to mobilize domestic savings 
and promote exports with renewed vigour. 


Finally, if recent growth rates of gross national 
products within the region are to be maintained and 
increased, it is imperative that the progress in agricul- 
tural activity should be sustained. This will require 
a concentrated effort to extend the technological basis 
of the “green revolution” to crops and farm products 
other than cereals and to improve agricultural exten- 
sion activities and credit facilities so that the results 
of improved technology not only reach but can be 
used by the entire farming community. 


ECONOMIC SURVEY OF ASIA AND THE FAR EAST, 1970 
PART ONE 


THE ROLE OF FOREIGN PRIVATE INVESTMENT IN 
ECONOMIC DEVELOPMENT AND CO-OPERATION 
IN THE ECAFE REGION 
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THE ROLE OF FOREIGN PRIVATE INVESTMENT IN 
ECONOMIC DEVELOPMENT AND CO-OPERATION 
IN THE ECAFE REGION 
Chapter | 
INTRODUCTION 


Foreign private investment has long played a 
rofound role in the development of the ECAFE 
egion; it has helped to introduce new technologies, 
xplore for mineral resources, cultivate plantations, 
nd build factories, railways and financial institutions. 
luring the 1960s, the flow of private capital to the 
eveloping ECAFE countries expanded rapidly, to 
nore than $900 million in 1968. 


The share of private investment in total net 
nancial flows to this region increased from about 
per cent in 1960 to 17 per cent in 1967, while 
uultilateral flows increased from about 3 per cent to 
' per cent, and the share of official bilateral aid 
eclined from 89 per cent to 74 per cent.1 The 
rowth in the flow of private capital to the developing 
CAFE region is expected to continue during the 
970s. It has been estimated that, by 1975, for 
xample, Japan will have increased its annual flow 
f direct investments and export credit to all develop- 
ng countries to $2,170 million, 2.5 times the 1969 
svel of $827 million.2 There are good reasons to 
elieve that developing ECAFE countries will share 
ully in these increased flows from Japan, and from 
ther capital-supplying countries. The share of pri- 
ate investment in total flows is still low, compared 
o other regions; new interest is being shown in oil 
xploration along the continental shelf from the Re- 
ublic of Korea to Indonesia and across to India and 
akistan; labour shortages in many developed coun- 
ries have intensified, while large reserves of relatively 
ow-cost manpower can be tapped in most developing 
SCAFE countries; severe problems of overcrowding 
nd pollution in advanced countries are exerting 
ressure on several types of industry to move to 
vailable plant sites close to raw material sources in 
he developing countries. 


Needless to say, official aid and multilateral flows 
o the developing ECAFE region will continue to play 
ssential roles in development of this region. Each 
the three major types of flow makes its own unique 
ontribution. Direct private investment has the 


1 See table I-2-6 in Chapter II. 
2 Based on projections contained in Japan’s “New Economic and 
jal Development Plan” of 1970 and the Japanese commitment to 
t the one per cent of GNP target for transfers of financial resources 
developing countries by 1975. The Japan Economic Journal, 
January 1971, p. 7. 
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potential to (a) contribute indirectly to the savings 
and foreign exchange gaps by contributing to tax 
revenue; (6) help in the transfer of technology and 
skills; (c) provide management and training of local 
managers; (d) help in training workers and creating 
indigenous skills in administrative, marketing, and 
other business techniques; (e) contribute to the 
growth of local entrepreneurship; (f) increase 
competition by changing the market structure; (g) 
establish contacts with overseas banks, capital markets, 
factor and product markets, and sales organizations; 
(h) create employment opportunities directly and 
indirectly; and (i) raise domestic wages or improve 
the terms of trade.® 


However, the cost of foreign private investment 
may include remittances of dividends, interest, royal- 
ties, technical fees and other related payments. In 
addition, there may be indirect costs, such as loss of 
government revenue from promotional tax concessions 
and subsidies, the effects of special tariffs which may 
be required to protect new investments, and the waste 
caused by redundant imports of technology. If na- 
tional policies are not properly devised, foreign capital 
may also have stultifying effects on indigeonous 
enterprise and domestic research activities* Thus, 
evaluation of the actual net contribution of foreign 
investment within the context of developing ECAFE 
countries requires careful cost-benefit analysis based 
on more adequate data than are now available. 
Systematic and continuing studies are needed to 
support this type of analysis. 


Effective policies by both investing and host 
countries can help to maximize the actual benefits 
of direct investments for both investors and host 
countries. The International Development Strategy 
for the Second United Nations Development Decade 
calls on developing countries to “adopt appropriate 
measures for investing, stimulating and making effec- 
tive use of foreign private capital, taking into account 
the areas in which such capital should be sought and 


3 Streeton, Paul, “The Flow of Financial Resources”, UNCTAD 
document TD/B/C.3/79/Add.1 dated 21 May 1970. 

4 For a recent discussion of the benefits and costs of foreign private 
investment in some of the ECAFE countries, see the collected papers 
presented to the Third Pacific Trade and Development Conference, 
Sydney, August 1970. 


6 


bearing in mind the importance for its attraction of 
conditions conducive to sustained investment”. At 
the same time, “foreign private investors in developing 
countries should endeavour to provide for an increase 
in the local share in management and administration, 
employment and training of local labour, including 
personnel at the managerial and technical levels, 
participation of local capital and reinvestment of 
profits’. The Governments of developed countries 
are urged to adopt “further measures to encourage 
the flow of private capital to developing countries” 
and “assist developing countries in identifying 
technologies which are appropriate for their circum- 
stances and in avoiding the utilization of scarce 
resources for inappropriate technologies’’.® 


In order to bring together some of the back- 
ground data and analysis required to assess and 
co-ordinate policies of the countries of this region 
toward foreign private investment, a joint study has 
been initiated by the ECAFE secretariat and the 
United Nations Asian Institute for Economic Develop- 
ment and Planning. The objective of the study is to 
increase the volume and to improve the utilization 
of private capital flows into regional countries by 
identifying some of the problems faced by foreign 
investors and host countries, and promoting mutual 
understanding and co-operation among the investment 
partners. The following chapters are an interim 
report on the first phase of this project. 


5 United Nations, International Development Strategy, Action Pro- 
gramme of the General Assembly for the Second United Nations Deve- 
lopment Decade (ST/ECA/139), 1970 (Sales No: E.71.1I.A.2), paras. 
50 and 63, pp. 11, 16. 


Part One. Role of Foreign Private Investment 


Chapter II summarizes the published data, mostly 
aggregate, on foreign private capital in this region 
in the pre-war period and during the 1960s. The 
trends discussed in this chapter are elaborated in 
chapter III by taking illustrations of direct invest- 
ments from two important investing countries, namely 
the United States and Japan. Chapter IV presents 
data collected from regional host countries. This 
chapter is divided into two sections. The first section 
gives a survey of recent experience in nine ECAFE 
countries: China (Taiwan), Indonesia, Iran, Malay- 
sia, Pakistan, the Philippines, the Republic of Korea, 
Singapore, and Thailand. The second section dis- 
cusses the pattern of investment and selected policy 
issues in India, where more complete data were 
available. The growing importance of export credit 
flows to finance investment in the ECAFE region and 
the issues related to these flows are discussed in 


chapter V. 


Chapters VI and VII are devoted to two import- 
ant subjects which influence the climate for foreign 
investment in the host countries, namely taxation and 
capital markets. The specific aspects examined are 
the tax incentives provided by the host countries, 
the structure of the capital markets, and financial 
resources extended by different constituents of the 
markets. 


The concluding chapter summarizes the findings 
of the study and makes recommendations for regional 
co-operation with regard to certain aspects of intra- 
regional investment and foreign private investment 
from outside the region. 


Chapter II 


TRENDS IN FOREIGN PRIVATE INVESTMENT IN THE 
DEVELOPING ECAFE REGION 


For an understanding of the changes that have 
een occurring in the pattern of foreign investment 
uring the postwar decades, it is useful to have a 
icture of the nature and extent of foreign capital 
n the eve of the Second World War. In section A, 
stimates of the stock of foreign private capital 
utstanding at the end of the 1930s are presented 
or most countries of the region. It has also been 
ossible to compile these pre-war data by country of 
rigin of investment and by major sector of industry. 


The postwar data presented in section B mostly 
elate to flows during the 1960s. Data on the out- 
tanding stock of foreign private investment in the 
ostwar period are not yet available for most of the 
ost countries of this region. The distribution of 
oreign investments in individual host countries by 
ational origins and industry sectors is discussed in 
hapter IV. The purpose of this chapter is to show 
he relative importance of different investing countries 
or this region and the relative share of individual 
ost countries in total foreign investment in the re- 
ion. Recent trends in the flows of foreign capital into 
he ECAFE region are also discussed in this chapter. 


Section A 


Pre-war foreign investment in south and 
southeast Asia 


The data on foreign private investment in south 
nd southeast Asia on the eve of the Second World 
Var are presented in the first three tables in this 
hapter. The main source utilized for the various 
ountries, except for the subcontinent which now 
onsists of India, Pakistan and Ceylon, is the study 
yy Helmut G. Callis For the subcontinent, the 
ource is the first Indian census of foreign assets 


1 Callis, Helmut G., Foreign Capital in South Asia, 1.P.R. Interna- 
ional Research Series (International Secretariat, Institute of Pacific 
‘elations, New York, 1942). Callis uses the categories, “entrepre- 
eur” and “rentier” investments, instead of the usual “direct” and 
portfolio” concepts. “Entrepreneur” investments are deemed to 
over a wider field than “direct” investments in that they include 
stimates of investments in both incorporated and unincorporated 
nterprises, including family enterprises. ‘‘Rentier” investments, on 
he other hand, are broadly conterminous with portfolio, and include 
rivate investments in bonds, debentures, etc. of Government and 
ublic bodies. However, except for the very rough estimates of over- 
eas Chinese investments, Callis’ data mostly refer to corporate direct 
nvestments and portfolio investments in public issues. 


and liabilities carried out by the Reserve Bank of 
India.” 


The estimates in table I-2-1 broadly indicate 
the orders of magnitude involved and the relative 
position of different countries. The total of foreign 
investment outstanding at the end of the 1930s is 
roughly placed at $9.4 billion. 


Table I-2-1. Estimates of foreign private capital in 
south and southeast Asia on the eve 


of the Second World War 


(in million dollars) 


Share of 


portfolio 
Reference year (in percentage 

Country of the estimate Amount of total) 
Netherlands Indies. 1937 2,264 37.7 
British Malaya ROBLE: 1937 455 18.2 
Thatlandieysy, SiMe 1938 124 27.4 
Philippines Ae ale 1935 376 16.2 
Burma. es ae 1939 233 3.4 
French Indo-China. 1938 384 21.4 
Formosa (Taiwan) . 1939 200 25.0 

Sub-total . . 4,036 29.0" 


India, including* 


Pakistan and Ceylon 1936/1938 5,385" 40.0* 
Total. . . . Eveofthe 9.4 35.0” 
Second billion dollars approximately 


World War approximately 


Sources: Compiled from Callis, H. G., Foreign Capital In South- 
east Asia (International Secretariat, Institute of Pacific 
Relations, New York, 1942), appendix, p. 108, for all 
countries except India; 


Report on the Census of India’s Foreign Liabilities and 
Assets, Reserve Bank of India, Bombay, 1950, appen- 
dix I, p. 158, for the estimate of British capital of 
which the original source is the British financial 
journal, The Statist, 1939; 

United States Department of Commerce, Survey of 
Current Business, December 1952, for the estimate of 
United States direct investment in India (1936). 


Note: Approximate exchange rates used for conversion into 
dollars: 
1 guilder = 40 cents 
1 pound = 5 dollars 
1 yen = 27.5 cents. 


® The estimate for India relates to British investments 
(1938) and United States direct investments (1936) 
only. 

» Some of Callis’ estimates of “portfolio” investments 
seem to be on the low side. 


2 Report on the Census of India’s Foreign Liabilities and Assets, 
1948, Reserve Bank of India, Bombay 1950, appendix 1, pp. 151-159. 


Table 1-2-2. 
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Foreign investment from different capital-exporting countries to the countries of 


south and southeast Asia on the eve of the Second World War 


To host ‘ Netherlands- Formosa British French 
countries Philippines Indies (Taiwan) Malaya Thailand Indo-China Burma India 
1936 1937 1939 1937 1938 1938 1939 1939 
_ From 5 (million (million (million (million (million (million (million (million 
metropolitan countries dollars) dollars) yen) dollars) dollars) dollars) pounds) pounds) 
United States 
(151) (29.7)% 
Entrepreneur 163 95 23.7° (41.3)% 
(258)” 
Rentier . 36.3 
(37.5)° 
United Kingdom 
(700)! 
Entrepreneur. . . 35 200 261° 90 47.2 651! 
i hs (3,255)4 
Rentier . 34* 420! 
aa (2,100)4 
France 
Entrepreneur . . . 35 S025 
Rentier . 82.2" 
Netherlands 
Entrepreneur 1,040° 
Rentier . 
Belgium 
Entrepreneur. . . 9 
Rentier . 
Spain 
Entrepreneur. . . 90 
Rentier . 
Japan 
Entrepreneur . . . 27 12 320 
+200° 
Rentier . 94.27 
+ 79.0% 
Germany 
Entrepreneur . . . 10 
Rentier . 
Italy 
Entrepreneur . . . 10 
Rentier . ¢ 
Overseas Chinese 100 150° 200° 100* 80 
Total 
Entrepreneur Eth ps 1,411 520 372 90 302” 47.2* (3,284.7)* 
(236)® (3,541.3)¥ 
Rentier’. 75. sane is 61 852.57 173.2 82.5 34 82.2 2.8 420 
(14) (2,100)? 
Grand total 376 2,263.5 693.2% 454,5>> 124° 384.2 50 2 (5,384.7) 
(250) 


Notes: (1) The years are approximate. 


(2) Except for Indian data, figures not in parentheses are those accepted by Callis (op. cit.). 


The figures for British Investments in 


India refer to the subcontinent of India (including Pakistan and Ceylon) and were estimated by the British financial journal, The 
Statist, 1939. This figure is also cited approvingly in the Report on the Census of India’s Foreign Liabilities and Assets, op. cit. 
The figures for United States investments in India also refer to the subcontinent, inclusive of Pakistan and Ceylon, and are as 


estimated by the Department of Commerce, Survey of Current Business, op. cit. 


because of inadequate coverage of the countrywise analysis. 

* Estimate for 1935, United States Department of Commerce. 

> Estimate for 1935, Bureau of Insular Affairs. 

© United States Department of Commerce estimate (1936) of the 
holdings of 17 companies. 

“1 United States Department of Commerce estimate for 1936. Direct 
investment only, in million dollars. 

92 United States Department of Commerce estimate for 1943. Direct 
investment only, in million dollars. 

© United States Department of Commerce estimate as on 31 Decem- 
ber 1939. 

Estimated as 70 per cent of total foreign entrepreneur investments, 
excluding Chinese investments. 

® This is the total for non-Chinese foreign entrepreneur investment, 
of which 70-80 per cent was held in the United Kingdom and 
Australia; the rest was in the hands of Danish, United States, Swiss, 
, Japanese and French investors. 
® Estimates in pound sterling, converted to dollars at £1 = $5. 

! The total estimate is a range: £1,071 million to £1,120 million. 
The figure for rentier investment covers bonds etc. of Government, 
local bodies and railways only. 

4 Estimated in million $ at £1 = $5. 

® Public loans largely held by British investors. 

1 United States Department of Commerce estimate for 1943. Direct 
investment only, in million dollars. 

™ 95-97 per cent French, only 3-5 per cent all other non-Chinese 
foreign investment. 


Column data do not necessarily add up to totals 


® Public bonds etc., entirely held by French $4.2 million industrial 
bonds. 

° Include Chinese investments estimated at $150 million, inseparable 
from Netherlands holdings. 

P Japanese investments in government enterprises. The 520 million 
yen of total Japanese investments in enterprises = $143 million 
at the 1937 exchange rate. 

4 Government debt and industrial bonds respectively. 

* Chinese investments are inseparable from Netherlands holdings 
and are included in the figure for Netherlands investments. 

® Rough estimate not included in total. 

t Rough estimates: 100-120 million dollars, not included in total. 

“Excludes Chinese investments. 

Y Excluding Chinese investments. 

“ More than 90 per cent British. 

*In million dollars. 1936 estimate for United States investments 
added to lower estimate for British investments ( £1,071 million). 

¥In million dollars. 1943 estimate for United States investments 
added to higher estimate for British investments ( £ 1,120 million). 

= Mainly government and public bonds. 

4 Inclusive of Japanese investments in government enterprises. In 
1939, the share of Japanese investments in total native and foreign 
private corporate capital in Formosa was 78.4 per cent. 

>> Total does not tally as breakdown incomplete. 

©¢ Excluding Chinese investments. 

44 Tn million dollars. Sum of the lower estimates only. 
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Table 1-2-3. Sectoral composition of foreign investments of the dominant 
metropolitan country in each host country on the eve of the Second World War 


(percentage shares) 


Sector 
Extractive Infrastructure 
Finance, 
Other commerce, 
extractive, transport, 
including power and 
Mining, forestry and public 
Country including oil plantations utilities Manufacturing Total 
Philippines . 2. . . 23.2 32.9> 34.2 9.7» 100 
(United States: 1935) 
andonesia sz < «| Ss 19.4° 45.6 33.1 1.9 100 
(Netherlands: 1937) 
IANIGE, gele oe ee STROM, 4.6 28.0% 48.0 19.4° 100 
(United Kingdom: 1948) 
Burkiaseeee is, sey ee i 56.5 21.0 16.7! 5.8& 100 
(United Kingdom: 1948) 
Malaya@ salou: <1, yas 17.58 70.2! 12:3? Y 100 
(United Kingdom: 1936) 
French Indochind® . . . 15.8 32.3 36.0™ 15,92 100 
(France: 1924-1938) 
Korea oe ee 17.8 6.8° 53.0 22.4 100 
(Japan: 1938) 
Formosa (Taiwan) . . . . 12.0 8.6% 13.2 66.2 100 
(Japan: 1939) (45)* (30)* 
Notes: The classification is only very roughly comparable between countries. Countries and years in 


parentheses indicate the metropolitan country and the year to which the sectoral classifications 
of investment refer. The proportions have been culled from tables presented in the country- 
surveys in H. G. Callis, op. cit. For Malaya, the proportions refer to total foreign invest- 
ments of which at least 70 per cent was British. The proportions for India have been derived 
from data given in the Report on the Census of India’s Foreign Liabilities and Assets, op. cit. 


® Includes sugar centrals in the case of the Philippines; sugar plantations, explicitly, and sugar- 
processing also, presumably, in the case of Indonesia. 

> Includes miscellaneous and embroidery. 

“Includes private tin mining only and oil. 

4 This is the share of the “miscellaneous” sector in the Indian census data, the bulk of which is 
plantation investment. 

© Includes sugar and raw jute primary processing in both of which the share of British capital 
was quite small. 

Includes miscellaneous manufactures, with inconsiderable amounts of British investments. 
The only large textile unit was Indian. 

® Rice mills only, which accounted for nearly half of total “factory” employment. 

» Tin mining only. 

! Rubber only. 

4 Includes a few smelting, brewery and colliery units, but excludes the substantial investments in 
banks and finance companies. 

* No estimates available for the solitary British-owned large factory (the United Engineers’ 
Foundry and Works). 

1 The figures cited in Callis’ country-survey of Indochina cover cu-nulated value of new issues 
over the period 1924-1938. The percentages have been derived from these new-issues data. 
Includes some public issues. 

™ Includes real estate. 

® Includes forestry-based units such as saw mills, and sugar factories. 

° Includes fisheries. 

P Electricity 22.2 per cent of total. 

‘Includes fisheries and marine products. 

* Food processing is likely to have accounted for nearly two-thirds of total capital invested in 
“industry” according to Callis. And, sugar industry, including by-products, accounted for 
90 per cent of the total value of production of the food-stuffs industry in 1936. If sugar is 
taken out of “manufacturing”, the share of manufacturing would possibly be around 30 per 
cent instead of 66.2 per cent, and the share of the “other extractive” sector would go up to 


around 45 per cent when sugar is included in the latter sector as has been done for the 
Philippines and Indonesia. 
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The Indian subcontinent accounted for more than 
half of the total foreign investment in the region and 
the Netherlands Indies for about a quarter. 


The features of foreign private investment which 
emerge from these data (tables I-2-1 to I-2-3) are 
summarized below. First, British investment occupied 
a pre-eminent position in the Far East, followed by 
investments from the Netherlands, France, the United 
States and Japan. C. F. Remer’s estimates* put the 
British holdings in mainland China (excluding Hong 
Kong) about the year 1931 at nearly $1,200 million, 
followed by Japan (about $1,150 million), with the 
United States investment less than $200 million. In 
Japan, by 1930, the United States investments have 
been estimated at 92 million pounds sterling and 
British investments at 63 million pounds. sterling 
according to data cited by Allen and Donnithorne.* 
Callis’ estimates show that, by 1936, total United 
States investment in the Far East was in the neigh- 
bourhood of $800 million, which was, perhaps, not 
more than 10-15 per cent of total British investments 
in the Far East.® 


The second feature of foreign private investment 
in the pre-war period was that most of it flowed into 
the infrastructure (including finance and commerce) 
and extractive sectors. Manufacturing accounted for 
a relatively small proportion of the total in all 
countries, except Formosa (Taiwan), which at that 
time was part of the Japanese empire (see table 


]-2-3). 


The third feature was the fact that an over- 
whelming part (from 60 per cent to 90 per cent) 
of foreign investment in any given host country was 
generally accounted for by the metropolitan country. 


The fourth feature was the significant share of 
portfolio investments in total foreign investment. 
These were largely in the form of subscriptions by 
investors of the metropolitan country to the issues of 
governments, public bodies and railways of the host 
countries. This feature was, however, less prominent 
for United States investments in the Philippines. 
With the end of the colonial system, with its security 
and guarantee practices, the share of such portfolio 
investments sharply declined. In particular, United 
States investments, which have predominated in the 


3 Remer, C. F., Foreign Investments in China (MacMillan, New 
York, 1933) as cited in Allen G. C., and Donnithorne, A. G., Western 
Enterprise in Far Eastern Economic Development (George Allen and 
Unwin, London, 1954), p. 262. 


4 Allen and Donnithorne, op. cit., p. 264. The amounts would be 
equivalent to $460 million and $315 million, respectively. 

> Cleona Lewis’ figures confirm this estimate: See Lewis, C., 
America’s Stake in International Investments, The Brookings Institu- 
tion, Washington D.C., 1938, appendix D, section XI, table Il. She 
gives the total United States investments in Asia to be $915 million 
in 1935, 
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postwar period, have been mostly in the ferm of direct 
investment rather than portfolio investment. This 
was also true even for the pre-war pattern of United 
States investments, not only in the Philippines where 
they were 50 to 60 per cent of all foreign private 
investment, but also in mainland China where they 


were only about 6 per cent of total foreign investments 
in the early 1930s. 


Section B 
Post-war trends in foreign investment 


Total direct foreign investment in the world was 
estimated at nearly $90 billion in 1966, and of this, 
the developing countries received about $30 billion. 
The share of the major investing countries in this 
total is estimated as follows: 


Table [-2-4. Direct foreign investment: Accumulated 
assets, end of 1966 (book value) 


_Share of 
investment 
Amount in developing 
(million Percentage countries 
Investing country dollars) of total (percentage) 
World mh © eater eee 89,583 100.0 33. 
United States ory seus 54,562 60.9 30.9 
United Kingdom er. Pe 16,002 17.9 38.6 
Prance’® s,s. ee 4,000* 45 Dy ss) 
Germany, Fed. Rep. of .. 2,500 2.8 33.8 
Canada... eee 3,238 3.6 16.5 
Jaan 5. ace roee tn nee 1,000 EE 60.5 
Others 2 RS ae 8,281 9.2 


Source: Compiled from OECD-DAC data by Sydney E. Rolfe, 
and published in The International Corporation, Inter- 
national Chamber of Commerce, Paris, 1969, and re- 
printed in Multinational Corporation, Headline Series, 
American Foreign Policy Association, New York, 1970. 


* Estimate. 


Out of the total of $90 billion, United States 
investment abroad amounted to $54.6 billion. The 
share of United States investment that went to 
developing countries was about one-third of this 
amount. The major part of Japanese foreign invest- 
ment on the other hand, was in developing countries 
(60 per cent). France’s overseas investment was 
shared about equally between the developed and the 
developing countries. From all other investing coun- 
tries, the major part went to the developed countries. 
Even from the United Kingdom, which has had trade 
and investment relations with many developing coun- 
tries for several centuries, the major part (61 per 
cent) of investment went to the developed countries. 
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‘ecent flows into the developing ECAFE region 


The data presented in table I-2-5 below show that 
ne flows of financial resources from the developed 
ountries which are members of the Development 
ssistance Committee of OECD to the developing 
ountries has been increasing since 1960. The total 
et resource flow increased from $8.1 billion in 1960 
> $13.6 billion in 1969. The growth in the private 
ow was faster than for the public flow, so that the 
hare of the private flow increased from 39 per cent 


2 1960 to 46 per cent in 1969. 


Table 1-2-5. Net resource flow from developed 
(DAC) countries to developing countries, 


1960-1969 


(in million dollars) 


Percentage 


of private 

Total Public Private flow to total 
Year flow flow® flow? flow 
E960) enc.» Xs 8,115 4,965 3,150 38.8 
GU <<fi<s 9,249 6,143 3,106 33.6 
L962 err 8,487 6,034 2,453 28.9 
1963 achat. 8,633 6,076 2,557 29.6 
BOG ics, gered | 9,142 5,942 3,200 35.0 
1965. . . 10,420 6,238 4,182 40.1 
196 Giese ta phe 010,347 6,537 3,810 36.8 
LY Cc 11,309 7,101 4,208 37.2 
Ah fivers tent 2 135113 7,150 5,963 45.5 
1969) isienei: <<) 13,567 7,287 6,280 46.3 
102,384 63,473 38,909 38.0 


Source: OCED, Development Assistance, 1970. 
* Includes public flows through multilateral institutions. 


? Includes direct investments, bilateral/multilateral port- 
folio investments and export credits, i.e. guaranteed cre- 
dits including unguaranteed portions. Excludes credits 
which are not guaranteed in the donor country. Net 
flow is measured, by some countries, as change in out- 
standing amounts due on disbursed credits. Interest is 
included in the sums recorded as outstanding. 


The pattern of net flow of financial resources 
rom the DAC countries to the developing ECAFE 
egion is presented in table 1-2-6. Subject to some 
luctuations, all three major types of flow increased 
teadily throughout the period 1960 to 1967/68. Both 
nultilateral flows from international institutions and 
rivate investment flows grew considerably faster 
han official bilateral aid. The share of private 
nvestment, including export credits, rose from 7.7 
yer cent to 17.2 per cent, while the share of multi- 
ateral flows rose from 3.4 per cent to 8.7 per cent. 
lowever, it should be noted that the contribution of 
rivate sources to the total resource flow into 
leveloping ECAFE countries during the period 1960- 
967 was only 12.7 per cent, much less than their 
yart in the total flow to all developing countries 
35 per cent for 1960-1967). 


Table I-2-7 shows the total inflows on official 
account (including grants and long-term capital of 
all sorts) and the private long-term capital inflows 
for major developing ECAFE countries during the 
period 1960-1968. These data were compiled by the 
Centre for Development Planning, Projection and 
Policies, United Nations Headquarters, from the IMF 
Balance of Payments Yearbook. 


Private capital flow plays an important role in 
the total capital flow in seven countries of the region, 
namely Malaysia and Singapore (76 per cent), 
Thailand (57 per cent), China (Taiwan) (48 per 
cent), Iran (41.5 per cent), the Republic of Korea 
(41 per cent) and the Philippines (31 per cent). In 
Pakistan, private capital formed about 12 per cent 
of the total capital flow. In India and Indonesia, 
the public flow has been much more important. In 
Ceylon and the Republic of Viet-Nam, the private 
flow was negative during the period. 


Direct and portfolio investment 


The comparison of direct versus portfolio invest- 
ment is important from the point of view of the 
flexibility enjoyed by the host country in allocating 
the resources and the effect of the return flows on 
the balance of payments. In the initial stages, when 
the country is industrially undeveloped, greater re- 
liance may be placed on direct investment and official 
aid, but as industrial progress takes place, entre- 
preneurial and technical skills develop, and the 
domestic capital market expands, the proportion of 
portfolio investment could be increased. 


From the point of view of the balance of 
payments, portfolio investments which take the form 
of loans have the advantage that the commitment is 
known beforehand and the repayment of the principal 
and the interest charges can be planned. The defect, 
however, is that portfolio investment can lead to some 
inflexible situations, and, if the trade position de- 
teriorates in an unforeseen manner and the reserve 
position of the country is also weak, the commit- 
ments on account of portfolio investments can result 
in balance of payments difficulties. The outflows 
of profits and dividends, and the repatriation of 
capital in the case of the equity portions of direct 
investments, generally follow the economic weather, 
so that the outflows may tend to be large when the 
country can afford to pay more, and less when it 
cannot. Moreover, if a direct investment is not 
profitable, no return flow is required on the equity 
component. However, balance-of-payments effect is 
only one of the several considerations in investment 
choice; other factors such as the effect on per capita 
income of the host country must also be taken into 
account. 
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Table I-2-6. Net flows of long-term financial resources to 
developing ECAFE countries, 1960-1968 


(in million dollars) 


Official 


Percentage shares 


Multi- 


Year Total bilaterala lateral® Privated Private Multilateral Official 
1960 2,154 1,916 73 165 88.9 3.4 77 
1961 2,086 1,867 88 131 89.5 4.2 6.3 
1962 2,421 1,971 137 313 81.4 _ nf 122 
1963 2,760 2,311 153 296 83.7 5.6 10.7 
ICE Gor pb deo 4 2,885 2,421 163 301 83.9 Dal) 10.4 
MIS 5 to 3,447 2,540 341 566 73.7 99 16.4 
1966 3,409 2,638 295 476 Wes 8.7 14.0 
1967: SS vee Poet 887) 3,100 365 722 74.1 8.7 17.2 
L968. seep eee _ _ _— 914 — _ —_— 
Total 1960-1967 23,347 18,764 1,615 2,970 80.4 6.9 12.7 
Total 1960-1968 3,884 


Sources: 


ments Yearbook, vols. 17 and 21. 


* Includes south Asia and Far East regional totals plus Iran. 


“Official bilateral” and “Multilateral”: OECD, Geographical Distribution of Financial Flows 
to Less Developed Countries, 1960-64; 1965 and 1966-67. 


“Private”: IMF, Balance of Pay- 


Official bilateral flows are limited 


to those originating from the OECD/DAC countries. 


> Direct investment and long-term loans, including export credits, received by Burma, Ceylon, 
China (Taiwan), Iran, India, Indonesia, Khmer Republic, Republic of Korea, Malaysia, 
Pakistan, Philippines, Singapore, Thailand and Republic of Viet-Nam. 


Table I-2-7. Net inflow of long-term capital and 
official donations to ECAFE countries, 1960-1968 


(in million dollars) 


Private 
receipts as 


Official Private per cent of 

Country receipts® receipts? Total total 
Burma yee 174 12 186 6.5 
Ceylon 2 88. 8 214 —8 206 —3.9 
China (Taiwan). . 394 367 761 48.2 
India . 7,959 76 8,035 0.9 
Indonesia . peee 1,672 32 1,704 1.9 
rans wae eee 745 528 1,273 41.5 
Malaysia and Singapore 210 639 849 75.3 
(Singapore). . . (3) (51) (54) (94.4) 
Pakistan - 3,191 449 3,640 125 
Philippines . . . 461 203 664 30.6 
Republic of Korea 1,404 985 2,389 41.2 
Republic of Viet-Nam 1,766 —1 1,765 —0.1 
1UCHETT eG 388 513 901 56.9 

Total 18,581 3,846 22,427 L73 
Source: Compiled from various issues of The External Finan- 


cing of Economic Development: International Flow of 
Long-term Capital and Official Donations, published by 
the United Nations, 


* Includes grants and long-term public loans. 


» Includes direct investments, long-term private loans and 
export credits. 


© 1965-1968 only. 


During the pre-war era, while considerable direct 
investment was made in plantations and mining, large 
inflows of loan capital were invested in the infrastruc- 
ture. These portfolio investments, in most cases, were 
made by the investors of the metropolitan countries, 
as mentioned in Section A. During the postwar 
years, the role of pre-war private bilateral portfolio 
investments has been taken over by multilateral loans 
and official aid. The flow of loan capital during the 
1960s remained large as shown in table I-2-8, and 
was about two and a half times the flow of direct 
investment; but its nature and function have com- 
pletely changed. The private loan capital that now 
comes into the developing countries is rarely of the 
old portfolio type, that is, raised by Governments or 
private companies in the international capital market 
and used by them according to their own needs. 
Private loan capital today is often closely associated 
with private direct investment or consists of export 
credits which are tied to imports from abroad. Thus, 
increasing magnitude and role of loan capital and 
export credits can Ye viewed as part of the increasing 
international competition for market shares among 
multinational corporations,® and/or as the result of 
national export promotion policies in the more de- 
veloped countries (see the related discussions in 
chapters III, IV and V). 


® See for example, Hymer, S., and Rowthorn, R., Multinational Cor- 
porations and International Oligopoly: The Non-American Challenge, 
Centre paper No. 149, Yale University Growth Centre, New Haven, 
1970, and also printed in C. P. Kindleberger, ed. The International 
Corporation (Cambridge, The MIT Press, 1970). 
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Table 1-2-8. Private foreign investment in and 
long-term loans to selected ECAFE 
countries 1960-1969 


(in million dollars) 


Share of 

Direct Long-term loans in total 

Country investment loans® Total (percentage) 
Ceylon ivy sheet 2.05 1.10 3.15 34.92 
China (Taiwan) . 184.60 448.30 632.90 70.83 
rai@neeae 6. 2 992.30 70.90 663.20 10.69 
Korea, Republic of 66.60 1,188.30 1,254.90 94.69 
Pakistan a 159.17 356.66 515.83 69.14 
Philippines 33.10 637.30 670.40 95.06 
peaailand yo. 278.50 819.90 1,098.40 74.64 


Viet-Nam, Republic of 18.24 14.10 32.34 43.59 
3 tel - 1,334.56 3,536.56 4,871.12 72.60 


Source: Compiled from the IMF, Balance of Payments Year- 
book, vols. 17, 21 and 22 (provisional data for 1969). 


* Private loans of all types with maturity of one year or 
more, including export credits. 


Foreign investment flow by country of origin 
The data in table 1-2-9 show that the United 


States is the largest investor in Asia, accounting in 
recent years for over 67 per cent of the total foreign 
private investment, excluding most United Kingdom 
investments (see the note to the table). Japan 
occupied the second position, supplying 13 per cent 
of the total during the period. The Federal Republic 
of Germany, however, moved into second place for 
the year 1967 with a remarkable expansion which 
raised its investment in Asia from $18 million in 
1966 to $134 million in 1967. Other data show that 
the Japanese direct investment flow to Asia, excluding 
the Middle East, increased from $51 million in 1967 
to $199 million in 1969, on approval basis.7 


A major defect of the data in this table (table 
]-2-9) is that it does not include the British investment 
in Asia, except for one year, 1966, and consequently 
the share of other countries is over-stated. Since the 
British investment has been lumped together into the 
“unallocated” category, it has been excluded from 
this table. Data on British investments, excluding 
oil investments, obtained from the Board of Trade 
Journal show that there was a considerable rise in 
British investment in the ECAFE countries: from 
£530.5 million in 1962 to £627.4 million in 1968 
(see table J-2-10). Rough calculations suggest that, 
including oil investments, the United States and 
British direct investments in the Far East were about 
the same in 1965, that is, in the neighbourhood of 
$2 billion. However, the growth rate of British 
investments has not been as high as that of the 
United States, Japan or the other European countries. 


There are several reasons for the increase in 
foreign private investment flows to the developing 
ECAFE region during the 1960s. The flow into 
Europe and Latin America has been showing a de- 
celeration in recent years. For example, the flow of 
United States investment showed a major shift during 


7 Japan, Ministry of International Trade and Industry, Keizai Kyo- 
ryoku no Genjo to Mondaiten (Tokyo, M.LT.L, 1970), p. 511. 

8 Data in Reddaway, W. B., Effects of United Kingdom Direct In- 
vestments Overseas, Interim Report, chapter VIII (Cambridge Univer- 
sity Press, 1967); Penrose, Edith, The Large International Firm in 
Developing Countries, chapter IV, George Allen and Unwin, London, 
1968, and United Kingdom Board of Trade, Board of Trade Journal, 
26 January 1968, have been utilized to establish the order of total 
United Kingdom investments in the Far East. United States data have 
been taken from United States Department of Commerce, Survey of 
Current Business, September 1966 and October 1969. 


Table I-2-9. Direct investment and other private capital flows (net) 
from OECD countries to developing Asia* 


(in million dollars) 


Total United United Republic of 

Year Asia States Kingdom» France Germany Italy Japan Others 
POGOe aes) as coos 320 175 5 3 3 60 72 
OV. ee res 292 147 5 9 7 82 42 
tS es ee ee Seen 103 45 1 3 9 44 1 
CO a ee ee 271 212 6 10 —8 51 _ 
RRR. Saas 301 254 as 5 — 4 37 1 
TSOSMMS Ese ve, yc8 4 884 702 ee 82 24 14 52 10 
RVG0Mee ae ss 462 264 34 69 18 18 58.5, 4 
DEG/Ben i se ss 858 556 77 134 15 72 as 
SS See eee Fy 2 2,355 34 250 201 61 456 134 
Percentage®> . . . . 100 67.3 1.0 Mieee 5.8 1.8 13.1 3.8 


Source: OECD, Geographical Distribution of Financial Flows to Less Developed Countries, 1960-1964, 1965 and 1966-1967. 
* As far as possible, the data include estimates for re-invested earnings. The data exclude guaranteed private export 


credits and unallocated investments. 


> The British investment abroad, as shown in the OECD table, was -most probably included in the unallocated class. 
This table therefore gives an underestimate of British foreign investment. 


© Since this table excludes British investment for most years, the percentage shares of other countries are correspondingly 


overestimated. 
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1960-1968. The data presented in table I-2-11 indicate 
that there was a definite deceleration in United States 
investment in Europe, while the growth rate in Latin 
America was also becoming sluggish. In Canada and 
Asia, on the other hand, the acceleration gathered 
considerable momentum during 1964-1968. It has 
been estimated that, in Europe, United States sub- 
sidiaries are facing the problem of overcapacity, since 
their capacity utilization was 90 per cent in 1964, 
87 per cent in 1965 and 81 per cent in 1967.° 


Table J-2-10. Book values of net assets of British 
direct investments in developing ECAFE 
countries, 1962-1968 


(in million pounds sterling) 


Region/country 1962 1968 
Sterling area 
Burma: asl em oeeee a PL eaere 5.8 stare 
Ceylon Pha: Pri acon eh 45.9 48.2 
Hone’ Kong", >... > saan 20.3 39.1 
India’ 2, Ue UP) see 259.7 277.2 
Malaysiati i. <PLRn” 1. een. see 126.7 172.6 
Pakistanwih. (ret: 200. eres 32.5 52.4 
Singaporednpc oh 4s eet eed 6.0 7.6 
Non-sterling area 
Burmaiic® 2a ao Se ee ene Sate 3.9 
Tranieu ) coaccal tices ace ee 1.3 4.8 
Thailand) { a. 3.8 11.6 
Far East, n.s.d. al Saallocyed : 28.5 10.0 
Total ears | SY Gate ireeers. eee 530.5 627.4 


Source: United Kingdom Board of Trade, Journal, vol. 199, 
No. 3836, 23 September 1970, table 1. 
Note: Oil investments are excluded. 


Table [-2-11. Increase in book value of United 
States direct investment abroad, 1960-1964 
and 1964-1968 


Percentage increase 


Region/couniry 


1960-1964 1964-1968 Difference 
‘Canada't 00 36 kee 23.9 74.3 50.4 
Japan) ae 35.4 Tose 39.8 
Far East berchiiog ject 31.6 Shee) 24.3 
Asia (excluding Japan) . . 23.4 45.0 21.6 
Australiag) | (auc see uns 72.3 79.3 7.0 
Latin America 5 5 © 22.6 26.7 4.1 
SouthcA fricays ss wasn iaene 63.3 48.2 —15.1 
Europe,” 3.) sa. usenet 81.3 59.8 —21.4 
Allareas. 3, 6° 7% in. \auays 39.6 45.6 6.0 


Source: Compiled from various issues of Survey of Current 
. Business, published by the United States Department 
of Commerce. 


The sluggishness of the flow of United States 
investment in Latin America and Europe and _ its 


® Rolfe, S., op. cit., p. 34. 

10 See IMF, Balance of Payments Manual (Washington, D.C., Third 
Edition, reprinted 1966), pp. 86-88, 96-100. Royalties, management 
and technical fees, and other payments directly related to foreign 
private investment also may be considered to be forms of investment 
income, but since they are included together with “other services” in 
standardized balance of payments accounts, these data are not easily 
available. 


expansion in Asia and Canada can also be seen from 
table I-2-12. This table shows the number of United 
States companies operating at least one foreign sub- 
sidiary in different parts of the world. By 1967, 
the number of United States companies operating — 
subsidiaries in Asia and Africa had already reached 
the same number as that in Latin America in 1957, | 
though the amount of capital inflow was still less 
than half of the investment in Latin America in 1957. 
Table I-2-12. Number of United States companies 
operating a foreign subsidiary 


Number 
Region —  ————__ Percentage 
1957 1967 increase 
Caviada aiaum iinet 167 174 4.19 
LatmnmAmericaviy a ae oe 155 182 17.41 
Europes)... Ge tee, Sina 160 185 15.62 
Asia and Africa. . 83 158 90.36 


(excluding South Aeacae 


Source: Vaupel, J. W. and Curhan, J. P., The making of Mulzti- 
national Enterprise (Harvard University, Boston), p. 69. 
Quoted in Stephen Hymer; paper presented to Third 
Pacific Trade and Development Conference, Sydney, 
1970, op. cit., Appendix. 


What has been true of United States investment 
also applies to investment from European countries 
and Japan. Total private foreign investment into 
the developing countries of Asia increased by 83 per 
cent during 1960-1964, and accelerated further to 
203 per cent during 1964-1968. The volume of 
foreign private capital flows into developing Asia is 
likely to continue to expand in the 1970s if the tempo 
of international economic activity and the development 
of this region can be sustained. This expansion, if 
realized, may put the developing countries of Asia 
in a better bargaining position. The policy objectives 
of the developing countries of the region for the 
coming decade, therefore, should be framed in such 
a manner as to obtain greater benefits from foreign 
investment and to utilize it more effectively for 
securing even faster rates of growth. 


Return flows of investment earnings 


This discussion of recent trends in private foreign 
investment would be incomplete without mention of 
the return flow of investment income, which provides 
one measure of the cost to the host country of such 
investment. The outflow of investment income, ac- 
cording to standard balance of payments definitions, 
consists of two streams: interest on debt (official 
bilateral, multilateral, private portfolio and direct in- 
vestment loans, and export credits) and dividends, or 
profits, remitted from earnings on private foreign 
investment.!° Unfortunately, because many develop- 
ing countries do not distinguish clearly between 
interest outflows and profit remittances, it is not 
possible to measure adequately the foreign exchange 
costs of private direct investments. 
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Sixty-seven developing countries have reported 
total payments of foreign investment income of $6 
billion in 1967 and $6.8 billion in 1968, as compared 
with repayments of loans and repatriatian of capital 
of between $2 and $3 billion. Based on data collected 
from 55 developing countries, the United Nations has 
estimated that 20 per cent of these outflows consisted 
of interest payments.’ Thus, about $4.8 billion in 
1967 and $5.4 billion in 1968 would be the values 
of remitted profits on equity investments. For 1967, 
this figure would be equivalent to a 16 per cent rate 
of return on the $30 billion value of outstanding 
direct investments in the developing countries estimat- 
ed by Rolfe.1? Of these total profit outflows, about 
$3 billion and $3.5 billion, in 1967 and 1968 respec- 
tively, were remitted by eight petroleum exporting 
countries. Therefore, it can be estimated that the 
investment income outflows from other developing 
countries amounted to approximately $1.8 billion in 
profits and $1.2 billion interest for 1967, and about 
$1.9 billion in profits and $1.4 billion interest for 
1968.18 


The return flows of investment income from 12 
south and east Asian countries increased from $344 
million in 1960 to $878 million in 1968, compared 
to a slightly slower increase in similar return flows 
for petroleum-exporting Iran from $296 million to 
$688 million over the same period.'* Since the ratio 


11 See United Nations, The External Financing of Economic Deve- 
lopment, International Flow of Long-term Capital and Official Dona- 
tions, 1964-1968, New York, 1970, pp. 85-93. 

12 See table I-2-4 above. 

13 Based on United Nations, op. cit., pp. 88, 93. 

14 United Nations, op. cit., table 32, pp. 86-87. The twelve coun- 
tries included are Burma, Ceylon, China (Taiwan), India, Indonesia, 
Malaysia, Pakistan, the Philippines, Republic of Korea, Republic of 
Viet-Nam (1960 only), Singapore (1968 only), Thailand. 


Table J-2-13. Direct investment: 
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of private investment to official long-term loans is 
smaller for the south and east Asian countries than 
for all developing countries, it may be assumed that 
the income return flows from the developing ECAFE 
countries were more equally divided between interest 
and profits than indicated in the preceding paragraph. 


Specific data on net direct investment inflows 
and remittances of investment income related to direct 
investment are presented in table J-2-13 for four 
ECAFE countries. Direct investments in Ceylon and 
the Philippines may be characterized as being rela- 
tively mature, since in most years disinvestment has 
exceeded new private capital inflows resulting in 
negative inflows, before allowing for reinvested earn- 
ings. For these countries the primary balance of 
payments effects have been negative. On the other 
hand, direct investments in China (Taiwan) and 
Thailand appear to be relatively new with larger and 
increasing net inflows of capital and small, but 
increasing, return flows of remitted profits. These 
countries have experienced positive results from the 
primary effects of foreign investments on the balance 
of payments. ‘It must be emphasized that the second- 
ary balance of payments effects, including import 
substitution, export promotion and demonstration 
effects may be much more important than the primary 
effects. 


It appears that dividend and other profit remit- 
tances are subject to considerable fluctuation from 
year to year because of the various factors which 
influence the decision to reinvest or remit profits, as 
well as because of cyclical and short-term variations 
in profit realization. The need is evident for more 
adequate data concerning the questions suggested in 
this section. 


Net inflows and related investment 


income remittances* for four ECAFE countries, 1960-1968 
(in million dollars) 


Ceylon China (Taiwan) Philippines Thailand 

Year Net Investment Net Investment Net Investment Net Investment 

inflow> income? inflow® income4 inflou® income® inflout income 
Le Se | 12 6 0 28 73 2 8 
196 a ee. ke 10 10 0 —57® 36 6 9 
1962 . 0 10 9 0 —3 16 8 9 
ROGSE A Woe ate 4 1 10 18 0 —3 17 17 8 
LSG4 re ct Bay ead sl 6 16 0 — 3 13 17 9 
POGS re Ste LE 0 1 11 5 —9 17 29 9 
D966 eet atten itd 3] 10 3 —12 26 25 14 
LY w ee, eee aan 7 28 6 — 8 55 36 14 
Ct hr ar ae) 4 28 15 —5 79 48 10 
Source: IMF, Balance of Payments Yearbooks, vols. 17 and 21. 
Note: These data are not directly comparable with data in table I-2-7 and those for individual countries 


in chapter IV, because of differences in coverage. 
* Reinvested profits are excluded except where noted. 


> Includes reinvested profits during 1960-1964. 


using $1 = 4.77 Rs. 


Rupee values for 1960-1962 have been converted 


©Includes investments by Chinese living abroad. 
* Coverage is believed to be more comprehensive after 1965. 


© Includes reinvested profits during 1960. 


£ Excludes drawings and repayments on luans for the Export-Import Bank of the United States. 
© Includes debit of $47 million for purchase price of Manila Railroad and Electric Company. 
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Chapter III 


DIRECT INVESTMENT FROM TWO CAPITAL-EXPORTING 
COUNTRIES: UNITED STATES AND JAPAN 


The general pattern of foreign private investment, 
discussed in the preceding chapter, needs elaboration 
of the features of investment from different countries. 
This chapter focuses on direct investment flows from 
two of the important investing countries, namely, the 
United States and Japan. The following aspects of 
foreign -investment are discussed: geographical dis- 
tribution among major regions, particularly the 
ECAFE region, distribution by sectors of economic 
activity, and earnings of investment. 


The section on Japan includes analysis of the 
number of projects and average investment volumes; 
investment in individual countries of the ECAFE 
region; and classification by different types of invest- 
ment, such as equity, loan and export credit. A 
description of the motivation of Japanese investors is 
also presented. This sets the pattern for the type of 
data to be collected for further studies of other 
countries. 


Section A 
United States Direct Investments 


The data on United States direct investments are 
drawn from the annual surveys of foreign investments 
published by the United States Department of Com- 
merce in the Survey of Current Business. Supple- 
mentary information from other published sources is 
also utilized. 


The definition of direct investment, as given by 
the Department of Commerce,! is reproduced in 
Appendix A to this section. Private long-term for- 
eign investments are normally divided into two 
principal classes—direct investments in which there 
is evidence of intention to control, and portfolio 
investments, in which the intention of the investor 
is to realize income or capital gains but not to exercise 
control over management. 


The basic magnitudes and composition of 
United States direct investment abroad 


Total international investments, it appears, have 
grown twice as fast as the world GNP in the last 
twenty years. The share of United States corpora- 
tions in this phenomenal movement of capital has 


1 See Pizer, Samuel and Cutler, Frederick, United States Business 
Investments in Foreign Countries, A supplement to the Survey of 
Current Business (Office of Business Economics, United States Depart- 
ment of Commerce, Washington D.C., 1960), pp. 76-82. 


grown even more rapidly.2 The foreign assets of 
United States based corporations (i.e., direct invest- 
ments only) during the period 1950-1968 rose from 
$12 billion to an estimated $65 billion.® 


Rough calculations by Judd Polk of the United 
States Council of the International Chamber of 
Commerce suggest that “on average, $1 of direct 
investment at book value generates about $2 of foreign 
output each year”. This indicates that, by 1966, 
the total output of foreign affiliates of United States 
corporations was already roughly equal to the GNP 
of the Federal Republic of Germany, or of the United 
Kingdom in that year. United States direct invest- 
ments abroad accounted for more than three-fifths of 


all such investments in the world by the end of the 
1960s. 


Geographical distribution 


Table J-3-1 gives a picture of the phenomenal 
growth of United States direct investments abroad by 
major regions. 


The change between 1929 and 1950 actually 
measures the change between 1946 and 1950; for 
between 1929 and 1946 there was practically no 
change in the over-all magnitudes. United States 
prices approximately doubled between the 1920s and 
the 1960s; hence, if the figure for 1968 is corres- 
pondingly halved, the real book value would still 
appear to have risen about four and a half times. 


Of the United States $53 billion of additional 
book value created abroad between 1950 and 1968, 
nearly $38 billion has been absorbed by Europe, the 
developed areas of European settlement, and Japan 
(subtotal II, table I-3-1). During the same period, 
developing economies received about $13 billion. 
While the total book value in the developed countries 
increased somewhat less than eight times (subtotal 
II) over the period 1950-1968, it has increased about 
three times in the developing economies (subtotal III). 


However, there is some evidence to the effect 
that the rate of growth of the total book value of 


2 See The Economist Intelligence Unit, The Growth and Spread of 


Multinational Companies, Quarterly Economic Review, Special No. 5, 
October 1969. 

3 Derived from various issues of the Survey of Current Business, 
published by the United States Department of Commerce. 

4 Economist Intelligence Unit, op. cit., p. 10. 
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United States direct investments was decelerating in 
Europe and accelerating in the Far East (excluding 
Japan) and the Middle East toward the second half 
of the 1960s as compared with the first half (discussed 
in the preceding chapter). This trend is expected to 
continue in the 1970s. 


Table I-3-1. Outstanding book values of United States 
direct investment abroad by region/country: 
Selected years 


(in billion dollars) 


Region 1929 1946 1950 1959 1968 

I World total ¥) . .” 75 LE ALB 297" 64.8 
Peyeedeataeee nn. 5 2.0 25 3.67 10.2 19:5 
(2) Burope®ss-. « «° IA 1.0 17% 5:3: 19.4 


(3) Oceania, Japan and 
South Afica. . ©." 0.3 “02 0.4 4 * 45 


II. Sub-total of (1), (2) & (3) 3.7. 3.7. 5.7, 16.9 43.4 


(4) Latin America® . . 35 3.0 46 9.0 13.0 
G) Middle East? =... 0.01 02 07° 12 1.8 


(6) Asia (excluding Japan 
and Middle East) -. 03 O02 O03 O08 1.8 


(7) Africa (excluding 


South Africa) . . 0.03 0.1 0.15 0.5 2.0 

Ill. Sub-total of ae lie = 
Ly «- 3.8 3.5 Sih eel ben 918.6 
CS)atnternationalS 4. 2 .. 035. 13° 2:8 


Sources: United States Department of Commerce: U.S. Business 
Investments in Foreign Countries, 1960, and Balance 
of Payments Statistical Supplement, 1958, as cited in 
Mikesell, R. F., ed. U.S. Private and Government 
Investment Abroad, University of Oregon, 1962, p. 55, 
for 1929, 1950 and 1959; and United States Depart- 
ment of Commerce, Survey of Current Business, vol. 
49, No. 10, October 1969, p. 28, for preliminary 
estimates for 1968. 


Notes: The magnitude of gross non-residential capital stock 
in the United States at constant dollar values (1958 
prices) increased from 291 billion in 1929 to 434 
billion in 1968. See United States Department of 
Commerce, Survey of Current Business, April 1970, 
table 2, col. 1 (All industries), p. 24. United States 
prices approximately doubled between the 1920s and 
and the 1960s. 


* Includes Turkey. 


> Includes Latin American republics and western hemi- 
sphere dependencies, etc. 


“Includes countries east of Suez, up to and including 
Iran, but excluding Turkey. 


* Shipping enterprises registered in Liberia and Panama 
but operating world wide. 
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The rate of growth of United States direct 
investments appears to be positively associated with 
the rates of growth of a number of European econo- 
mies. Moreover, United States direct investments 
tend to be higher in the relatively high growth-rate 
industries within the countries taken  severally.® 
Without further investigation, such evidence does not 
indicate which factor is the cause, and which the 
effect. However, to the extent that the modern high- 
growth industries tend to be concentrated in the 
high-income countries, this trend seems to have accen- 
tuated the inherited disparities in income levels and 
growth rates between the high- and low-income areas. 


Sectoral composition 


The sectoral composition of United States direct 
investment outstanding at the end of 1968 is shown 
in table I-3-2. In the relatively advanced economies 
of Canada, Europe, Japan, South Africa and Australia, 
the share of the manufacturing sector in the total 
book value of United States direct investments out- 
standing at the end of 1968 was in the range of 44 
per cent to 56 per cent, while in the developing areas 
of the Far East (excluding Japan) the share was 
about 30 per cent. In the Middle East and Africa, 
excluding South Africa, the share of the manufac- 
turing sector was less than 4 per cent, petroleum 
absorbing the bulk of United States direct investments. 


India stands out in the developing world of the 
Far East, followed by the Philippines, with the manu- 
facturing sector accounting for nearly 47 per cent 
and 36 per cent, respectively, of the total outstanding 
book value of United States direct investments in 
these two countries. The share in India compares 
favourably with that in the advanced economies. It 
appears that, in the case of India, this high share of 
the manufacturing sector is a consequence of certain 
deliberate policy choices undertaken by that country. 


Table J-3-3 shows the sectoral composition of the 
addition to total book value of United States invest- 
ments over the period 1957-1968. The share of the 
manufacturing sector in the developing region of the 
Far East (excluding Japan) is 48 per cent of these 
recent net investments. The corresponding share of 
the manufacturing sector in India and the Philippines, 
about 56 and 54 per cent, compares favourably with 
that for the developed areas of Canada, Europe, 
Australia and Japan (in the range of 45 to 56 per 
cent). 


5 See, for example, the evidence summarized in Behrman, Jack N., 
Some Patterns in the Rise of the Multinational Enterprise, Research 
Paper 18, Graduate School of Business Administration, University of 
North Carolina, 1969, pp. 42-43. See also Dunning, J. H., “Techno- 
logy, U.S. Investment and European Economic Growth”, in Kindle- 
berger, C. P., ed. The International Corporation, The M.I.T. Press, 
Cambridge (Mass.), 1970. Results of tests with first difference data 
are however inconclusive: See Bandera, V. N., and Whyte, J. T., 
“U.S. Direct Investments and Domestic Markets in Europe”, Economia 
Internazionala, vol. 21, February 1968. 


Part One. Role of Foreign Private Investment 


Table 1-3-2. Sectoral composition of outstanding United States direct investment by 
region/country/geographical areas: End of 1968* 


(Percentage shares) 


Non-manufacture 


Mining, 
Region/area/country Total Manufacture Petroleum smelting Others Total 
All’ areas: oo 0054 3m ode Ges 100 40.70 29.09 8.29 21.92 59.30 
Of which: 

1. Canada o) he el Aen ee 100 43.85 20.98 13.52 21.65 56.15 

2. Europe Ay elas Ne es ce a 100 55.59 23.93 0.32 20.16 44.41 

3. Latin America a coe Oe gers 100 18.56 36.74 14.41 30.29 81.44 

Ae ODF GFEGST a” at OM eee Te 100 23.59 50.14 6.19 20.08 76.41 
Of which: 

A. dAna S Lae ee eet 100 24.24 59.65 0.94 15.17 75.76 

(i) Middle East... . 100 3.49 91.74 0.17 4.60 96.51 

(i) pF art Basteus fae aries 100 37.17 39.63 1.45 21.75 62.83 

(iii) Far East, excluding Japan 100 30.04 res 2.28 67.68" 69.96 

(iv )i. JaDal kisim oo aa ioe 100 49.71 Dee — ody 50.29 

Gy) india® . = a es nee 100 46.79 ete oe Aer 53.21 

(vi) Philippines . . . . 100 35.53 ae : ha 64.47 

(vit) Other Far East® . . . 100 20.69 B58 ace Rae 79.31 

B. Africa Waa qal omihe 100 14.96 58.62 14.48 11.94 85.04 

(i) (South African Vea? Jie. 100 48.05 21.27 11.29 19.39 51.95 

(ii). (Other Africa ya. ae. aa 100 3.43 71.65 15.59 939) 96.57 

C. Oceania ie) die mane 100 53.30 22.91 13.01 10.78 46.70 

(8) “Agistralia’ 7 oes oe 100 53.59 ASe 13.79 32.62 46.41 

(ii) Other Oceania . . . 100 48.85 aes 115: 50.00 51.15 


Source: Compiled from various issues of the Survey of Current Business. 
* Preliminary estimates. 
® Including petroleum. 
© Far East, excluding Japan, India and Philippines. 


Table 1-3-3. Sectoral composition of additions to 
book value of United States direct investments 
by region/country: 1957-1968 


(percentage shares) 


All non- 
Region/area/ country Total Manufacturing Petroleum manufacture 
All, dreasinutentss ord pap atenseliels 100 46.67 24.94 DS.35 
Of which: " 
i CanGdg eC ee 100 45.12 17.33 54.88 
2. Europe 8 , re 100 56.52 22.45 43.48 
3; LanatAmeican 22 See 100 59.40 7.55 40.60 
AmOtherareasw® sii. see eee 100 26.50 45.61 73.50 
Of which: 
A: Ase ete.’ bt Sees 100 39.87 44.19 60.13 
(4) “Middle. East + scnme sete 100 4.70 86.87 95.30 
Gi) pBartB ast. ce SP ted 100 52.12 29.26 47.88 
(iii) Far East, excluding Japan 100 48.23 ie SDs 
Gx) igJapatiews 6) Se eB 100 56.20° ae 43.80* 
(wv) lodiahs whee 100 56.55 cae 43.45 
(vi) Philippines . . = . 100 53.87 aoe 46.13* 
(vii) Other Far East”... 100 23.50 an 76.50 
B. Africa 
(Gi) eSouthvAfricas> 53 eset, 100 57.44 23.08 42.56 
(ii) Other Africas. Fe. 100 3.09 75.54 96.91 
CS OT 7 Fb lg eh eal i 100 54.10 ox 45.90 


Source: Derived from data in various issues of the Survey of Current Business. 
* Including petroleum. 
> Far East, excluding Japan, India and Philippines. 
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Table I-3-4. Average rates of return on United States direct 
investments by region/country: Selected periods 


(percentage of book value) 


Region/country 


All areas . 
Of which: 
1. Canada 
2. Europe 
3. Latin America 
4. Other areas (A, B,C Kony. 


Of which: 
Anes ste es bate Fetches 
(i) Middle Eas : 
(ii) Far East . 
(iii) Far East, excluding an 
(iv) Japan . 
B. Africa “ 
(i) South Africa : 
(ii) Other Africa . 
C. Oceania : 
(i) Australia . 
(ii) Other Oceania 


Source: 


arnings on investment 


Table I-3-4 gives a measure of the average rate 
f return on United States direct investments over 
ie specified periods.® It is given as a ratio of the 
im of net earnings’ on direct investments to the sum 
f book values. This ratio may have been understated 
yr currencies which have tended to depreciate over 
le periods.® 


6 “These rates of return may be compared with earnings after U.S. 
xes of leading U.S. corporations as a per cent of book net assets”’. 
ikesell, R. F., “U.S. Postwar Investment Abroad: A Statistical Analy- 
”’; in Mikesell, R. F., ed. U.S. Private and Government Investment 
broad, University of Oregon, 1962, p. 65. 
7 Earnings as defined by the United States Department of Commerce 
e: “the proportionate equity of U.S. holders of common stock in the 
rnings of the foreign subsidiaries attributable to common stock 
ders, as well as earnings of branches or other non-corporate forms”’. 
s far as possible the figures derived directly from profit and loss 
atements are “‘stated before charging or crediting unrealised exchange 
sses or gains”. The total of “earnings” is, then, the sum of the 
nited States share in net earnings (or losses) of foreign corporations 
id branch profits after foreign taxes but before United States taxes. 
® For the purpose of deriving the dollar values, current assets and 
bilities were converted at rates current at the date of the report and 
ced assets were converted at the rate current at the time the assets 
ere acquired. Depreciation reserves were converted at the same rates 
ed in converting the value of the related assets. Capital stock 
counts were ordinarily converted at the rate current at the time the 
ck was acquired or issued, but sometimes at the rate current as of 
e date of the report. From the point of view of the host countries, 
is method of valuation used by the United States Department of 
»mmerce would generally result in overvaluation of fixed assets for 
rrencies which have tended to depreciate vis-a-vis the dollar. On 
e other hand, since depreciation of assets has been reckoned at his- 
rial costs of related assets, there would be a corresponding uider- 
luation of profits in dollar values. Thus, from this point of view, 
rates of return on book value would then be subject to a twofold 
erestimation—undervaluation of the numerator and overvaluation 
the denominator—in the case of currencies which tend to depreciate 
-vis the dollar. 


————_ 


Average rate of return on book value over the period 


1950-1959 1957-1968 1960-1968 
13.50 10.11 10.89 
8.31 7.19 7.27 
13.90 8.82 8.30 
12.93 11.90 11.98 
27.06 20.26 19.48 
34.27 34.17 
59.36 61.21 
13.56 13.17 
age 14.12 RSA4 
11.36 12.29 12.58 
15.62 16.56 
18.33 18.92 
14.46 15.63 
aes 8.98 8.40 
13.42 8.78 8.09 
19.84 11.68 


Compiled from various issues of the Survey of Current Business. 


In the period 1957-1968, average rates of return 
thus defined ranged from 7.19 per cent for Canada, 
8.82 per cent for Europe and 8.78 per cent for 
Australia, to 12.29 per cent for Japan. In contrast, 
the rates of return were 11.90 per cent for Latin 
America, 14.12 per cent for the Far East (excluding 
Japan), 14.46 per cent for Africa (excluding South 
Africa) and 59.36 per cent for the Middle East. 
Thus, even if the returns on the Middle East oil 
investments are set aside as constituting a class by 
themselves, it would still appear that the developing 
areas exhibit higher rates of return than those for 
most of the developed areas. However, during the 
period 1960-1968, as compared with the period 1957- 
1968, the ratio for the developing areas of the Far 
Kast slightly declined from 14.12 per cent to 13.44 
per cent. 


International investors may be expecting higher 
rates of return in less developed countries because 
investments in these countries are often perceived to 
be more risky, and future growth potentials are 
considered to be less assured than in developed 
countries. Furthermore, the application of oligopoly 
theory to the behaviour of multinational companies 
has revealed a picture of international investments 
being made to gain, enlarge or defend positions in 
markets with attractive growth potentials, almost in 
disregard of short-term profit expectations. Thus, 


® See, for example, Johnson, Harry G., “The Role of Foreign Invest- 
ment in Asian-Pacific Economic Development, A Survey of the Issues”, 
paper presented at the Third Pacific Trade and Development Con- 
ference, Sydney, August 1970; Kindleberger, C. P., American Business 
Abroad (Yale University Press, 1969), chapter 1; Galbraith, J. K., The 
New Industrial State (Boston, Houghton Mifflin, 1967), chapter 15. 
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“In some industries, differences in the size of the 
market among possible host countries will dominate 
differences in capitalization rates”.1° So far as these 
explanations of the differences in rates of return are 
valid, concerted regional action should be expected to 
lower the cost of foreign direct investments, and at 
the same time, increase inflows. The key components 
of such a regional approach would include improved 
guarantees against expropriation or excessive restric- 
tions of foreign capital, effective development planning 
(and implementation) to promote rapid growth within 
each country, regional or subregional co-operation to 
expand market size, and effective communication of 
these actions to potential foreign investors. (Discussed 


further in chapters VI, VII and VIII). 


Appendix (Section A) 
Definition of direct investment as given by the 
Department of Commerce, United States!! 


Direct investment includes the United States share 
in “all those foreign business enterprises in which 
a United States resident, person, organization, or 
affiliated group, owned a 25 per cent interest, either 
in the voting stock of a foreign corporation, or an 
equivalent ownership in a non-incorporated foreign 
enterprise”. In particular, “direct investments include 
the United States equity in the following types of 
enterprises: 


(t) Foreign corporations, the voting securities 
of which were owned to the extent of 25 per cent 
or more by persons, or groups of affiliated persons, 
ordinarily resident in the United States, and analogous 
interests in partnerships and other organizations. 


(ii) Foreign corporations, the voting stock of 
which was publicly held within the United States to 
an aggregate extent of 50 per cent or more, but 
distributed among stockholders so that no one investor 
or group of affiliated investors, owned as much as 
25 per cent. 


(iii) Sole proprietorships, partnerships or real 
property (other than property held for the personal 
use of the owner) held abroad by residents of the 
United States. 


(tv) Foreign branches of United States cor- 
porations: ‘Foreign branches’ are defined as the 
foreign assets of any person, natural or juridical, 
allocated to or held for the purposes of conducting 


10 Aliber, Robert Z., “A Theory of Direct Foreign Investment”, The 
International Corporation, Kindleberger, C. P., ed. (Cambridge, M.1.T. 
Press, 1970), p. 32. 

11 See Pizer, Samuel and Cutler, Frederick, U.S. Business Invest- 
ments in Foreign Countries, A Supplement to the Survey of Current 
Business (Office of Business Economics, United States Department of 
Commerce, Washington D.C. 1960), pp. 76-82. 
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the person’s business in a foreign country. The 
selling of merchandise by an independeni agent does 
not, of itself, constitute a branch operation”. 


The term “affiliates” is defined to “include any 
group of United States persons that ordinarily ex- 
ercises voting rights in a foreign organization as a 
unit”. 


“Tn addition to the ownership interest of the 
reporter, or parent, and affiliates, the term ‘direct 
investments’ includes all the equity or ownership of 
non-affiliated United States persons in the stock, 
surplus, long-term debt, or other liabilities of the 
foreign enterprise. Ordinary bank loans to and com- 
mercial claims on the foreign enterprise, or financing 
by United States government agencies, are not includ- 
ed as direct investments in that particular enterprise 
but elsewhere in the statements of international 
investments”. 


The basis of valuation is “the value of the 
reporter’s interest in the stock, surplus, and liabilities, 
plus other United States interest in the securities and 
surplus of foreign allied organizations, or home office 
accounts of foreign branches of United States incor- 
porated enterprises, as shown on the books of the 
foreign organizations, usually converted into dollars 
in accordance with standard accounting practices”. 
The term ‘surplus’ “includes capital surplus as well 
as earned surplus and surplus reserves and would 
include, for example, reserves for retirement of pre- 
ferred stock, reserves for plant expansion, reserves 
for contingencies, and other types of voluntary 
reserves”. For the purpose of deriving the dollar 
values, “current assets and liabilities were converted 
at rates current at the date of the report and fixed 
assets were converted at the rate current at the time 
the assets were acquired. Depreciation reserves were 
converted at the same rates used in converting the 
value of the related assets. Capital stock accounts 
were ordinarily converted at the rate current at the 
time the stock was acquired or issued, but sometimes 
at the rate current as of the date of the report”. 


Private long-term foreign investments are nor- 
mally divided into two principal classes — direc 
investments in which there is evidence of substantial 
managerial interest, and portfolio investments, i 
which the intention of the investor is to realize inco 
or capital gains but not to exercise control ove 
management. 


Between these two classes, however, there h 
always been a range of ownership, say 10-25 pe 
cent, in which the United States parent company d 
not exercise effective control, but is a participant i 
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least some phases of management.!2 Depending 
yon the terms of participation, such investment could 
> more in the nature of direct investments than 
rtfolio. However, these investments have generally 
en excluded from the category of “direct” invest- 
ent, though the census report!* published in 1960 
vealed separate estimates for investments in such 
issociated foreign enterprises” also.'* 


Section B 
Japanese Direct Investments 


Rapid economic growth and balance of payments 
rength over the last decade have been reflected in 
dramatic expansion of Japanese direct overseas 
vestments (see table [-3-5). Japan’s capacity to 
snerate capital and to channel it into overseas invest- 
ents had been previously demonstrated in the inter- 
ar period.'® However, at the end of the Second 
‘orld War, in 1945, all Japanese foreign assets were 
rfeited, and during the postwar reconstruction and 
ilitary occupation no foreign investment was under- 
ken. In 1951, the year when the peace treaty was 
ened and also the year when industrial production 
gained the pre-war (1934-1936) level, the first 
ystwar overseas investment was initiated. By 1956, 
e level of foreign direct investment outflows overtook 
rect investment inflows, and, in 1960, the cumulative 
‘oss total of direct investments abroad passed the 
imulative total of direct investment received in the 
»stwar period from other countries.'® Japan shifted 
om an over-all external debtor position to become a 


12 There seems to be general agreement among the IMF, the OECD 
id the United States Department of Commerce on the principles of 
wssification. See IMF, Balance of Payments Manual, 1961, pp. 118- 
0; and OECD, Resources for the Developing World 1962-1968, 
inex III. 

13 U.S. Business Investments in Foreign Countries, Office of Business 
onomics, United States Department of Commerce, 1960. 


14 From 1967, however, it appears that the Survey of Current Busi- 
ss has been using a definition of “direct” investments which includes 
vestments in the “‘associated foreign enterprises”. Thus, “at the 
d of 1967, nearly half of all U.S. investments abroad were direct 
vestments, defined as U.S. ownership interest in foreign enterprises 
at least 10 per cent”. Survey of Current Business, October 1968, 
21 (emphasis ours). 

15 During the First World War, Japan became a net international 
editor. Lockwood has estimated the value of Japanese long-term 
reign investments, mostly in China (especially Manchuria), as of the 
d of 1934, at 3.0 billion yen (1.0 billion dollars), and the value of 
dings in its overseas empire (Korea, Formosa, Sakhlin, and the 
andated Islands) at 1.8 to 2.0 billion yen (0.6 to 0.7 billion dollars), 
ving total overseas investments of 4.8 to 5.0 billion yen (1.6 to 1.7 
llion dollars). To convert yen to US dollars, the average exchange 
te for 1930-1936 of one yen to 34.1 cents has been used. Lock- 
ood, William W., The Economic Development of Japan, Growth 
id Structural Change, 1868-1938 (Princeton, Princeton University 
ess, 1954), pp. 257, 258-261. Compare Remer, C. F., Foreign 
vestments in China (New York, Council for Pacific Relations, 1933), 
». 448, 548. It has been estimated that, in 1935, Japan invested 
yout 3 per cent of her national income in her overseas colonies and 
here of influence: Saburo Okita, Causes and Problems of Rapid 
rowth in Postwar Japan and Their Implications for Newly Develop- 
g Economies (Tokyo, Japan Economic Research Center, 1967), 
S11, 

46 Based on balance of payments concept of direct investment: IMF, 
alance of Payments Yearbook, vols. 8, 12, 15, 18 and 21. 


Table 1-3-5. Japanese direct investment outflows to 
all countries: Fiscal years 1951-1969, approval 
basis (excluding reinvested earnings) 


Average 
Investment Volume of volume per 
Fiscal year projects investments project 
(number) (million (thousand 
dollars) dollars) 
OST 1997 PRS hs 367 78 210 
15 See. eit, 78 65 830 
LOSS Mee Oath ALLS, 123 53 430 
1960" “Aseroeteye fe 151 93 620 
TOG) Rael acy Pinecone <> 133 165 1,240 
O62 Se tenons 179 he) 550 
<i ce ee ee 223 126 570 
BOOT ou crate cues 193 120 620 
LOGS. ec sy ego ae 209 157 750 
SGC te s,s ss 253 227 900 
LOG Pe aes he 306 275 900 
LOGS es SES 384 557 1,440 
HOODS caP ces a. 568 668 1,170 
Cumulative total. . . . 3,167 2,683 850 


Source: Foreign Department, Bank of Japan. 


Note: The Japanese fiscal year is 1 April to 31 March, so that 
the fiscal year 1969 ended on 31 March 1970. 


net international creditor in 1967.'7 By 1969, the 
outflow of direct investment to all countries had 
increased to $668 million and the cumulative total 
had reached $2.683 billion.‘ “While Japan still rank- 
ed behind the United States, France, the United 
Kingdom, the Federal Republic of Germany and the 
Netherlands in 1969 flows of direct investment to 
developing countries,!® Japan has become one of the 
most important investors in the ECAFE region, and 
the first or second most important source of direct 
investments, for China (Taiwan), the Republic of 
Korea, Malaysia, Singapore and Thailand.?° 


Statistical data on official approvals of investment 
outflow statistics are published by the Bank of Japan, 
the Ministry of Finance and the Ministry of Inter- 
national Trade and Industry (MITI). The most 
comprehensive source is Keizai Kyoryoku no Genjo 
to Mondaiten (Economic Co-operation—Present Status 
and Problems) published annually by MITI. Several 
problems are evident in the data published. First, 
there is a time lag, as well as some attrition between 
approval of a project and the actual transfer of 
capital, which creates disparities between approval 
statistics and the balance of payments data. Second, 


17 OECD Economic Surveys: Japan (Paris, OECD, 1970), p. 43. 

18 Approval basis; all values are given in United States dollars, 
unless otherwise indicated. , 

19 QECD/DAC, Development Assistance, 1970 Review (Paris, 
OECD, 1970), annex table 6, pp. 176-177. This ranking is based on 
the OECD/DAC definition of direct investment which is more restric- 
tive than the concept which will be adopted in this section. 

2° For rankings of sources of foreign investment for Asian countries, 
see Shigekazu Matsumoto, “Tonan Ajia ni Okeru Keizai Kyoryoku 
to Minkan Toshi” (Economic Cooperation and Private Investment in 
Southeast Asia), Sekai Keizai Hyoron, October 1970, p. 60. 
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data on liquidation of foreign investments and rein- 
vestment of earnings, neither of which are subject 
to approval, generally have not been considered im- 
portant enough to warrant publication. Obviously, 
with cumulative direct investments now exceeding 
$2.5 billion, reinvestment of earnings can be assumed 
to be quite significant. Repatriation of capital also 
could become important in the future. Third, perhaps 
because of the newness of most Japanese private 
foreign investments, relatively little has been done in 
the way of publishing official systematic follow-up 
survey findings concerning the present values, earnings 
and operations of these investments. Several agen- 
cies, such as the Export-Import Bank of Japan, the 
Japan Economic Research Institute, the Institute of 
Developing Economies (formerly the Asian Economic 
Research Institute), and several independent scholars 
have made surveys of Japanese private foreign invest- 
ments, some of which will be referred to below, but 
the need for further research is apparent. 


Some clarification is in order concerning the 
concept of “direct investment” in the context of this 
section. While there is no official Japanese definition 
of direct investment, the prevailing understanding 
would seem to agree with the description in the OECD 
Code of Liberalization of Capital Movements which 
reads: 


“Investment for the purpose of establishing last- 
ing economic relations with an undertaking such 
as, in particular, investments which give the 
possibility of exercising an effective influence on 
the management thereof: 


(1) Creation or extension of a wholly-owned 
enterprise, subsidiary or branch, acquisition 
of full ownership of an existing enterprise; 


(2) Participation in a new or existing enter- 
prise; 


(3) A long-term loan (five years and longer).”! 


The Bank of Japan, in a “Classification of Foreign 
Exchange Transactions”, divides direct investment 
into: 


(1) Branches 
(2) Subsidiaries 
(a) Creditor capital 
(b) Portfolio securities.?? 


Here the term “portfolio securities” apparently does 
not carry the conventional meaning of absence of 
control, but rather can be taken to mean shares or 


21 OECD, Code of Liberalization of Capital Movements (Paris, 
OECD, 1969), annex A, I/B, p. 43. 

2 Foreign Department, Bank of Japan, Foreign Exchange Statistics 
Monthly. 
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other securities issued by subsidiaries incorporated 
in foreign countries. Likewise, it is evident that 
“loans” or “creditor capital” are treated as direct 
investments when undertaken to establish “lasting 
economic relations” with some degree of influence on 
management, and subject to the same approval system 
as other types of direct investment. These loans are 
made (1) when necessary for operation of a branch, 
subsidiary or joint venture, and (2) when host 
country laws prohibit direct acquisition of shares of 
an enterprise. In the latter case, a loan may be 
made to a national of the host country who acquires 
shares in the enterprise, which belong indirectly to 
the Japanese investors.2* The Government, through 
the Export-Import Bank and the Organization for 
Economic Co-operation Fund, extends loans to Japan- 
ese enterprises to help them finance direct investments 
overseas. Also, various government subsidies are 
granted to support pre-investment surveys, technical 
assistance, foreign investment liaison and other ser- 
vices for Japanese investors. Because of this type of 
government-business collaboration, as well as official 
guidance, it is difficult to differentiate between the 
private and public elements in Japanese direct invest- 
ments. Consequently, direct investment will be con- 
ceived in this chapter to include any equity, loan or 
real. property investment overseas in which profit 
motivation and some degree of influence on manage- 
ment are present, whether the original source of 
capital is private or official. Thus, the cumulative 
total of Japanese gross investments overseas (as listed 
in table I-3-5), virtually all of which should be 


considered direct investment, is composed of: 


projects million $ 


Loans, 521 1,283 
Shares and other securities, 2,245 1,035 
Branch establishments, 352 26 
Other property, 49 339 
Total 3,167 2,68374 


Distribution among major regions and 


individual ECAFE countries 


The geographical distribution among major re- 
gions of Japanese cumulative direct investments*® 
through the 1969 fiscal year is shown in table 1-3-6. 
South and East Asia (which closely corresponds to 


23 Kaigai Toshi Kankei Tetsuzuki no Kaisetsu (Explanation of 
Procedures Relating to Overseas Investments), (Tokyo, Kokusai Giju- 
tsu Kyoryoku Kyokai, 1970 revised edition), pp. 13-14. 

24 MITI, Keizai Kyoryoku no Genjo to Mondaiten, 1970, pp. 512- 
513. 

25 Approval basis: using the concept discussed above, with both re- 
invested earnings and disinyestments excluded, i.e. only the originally 
approved outflows are cumulated. 
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e developing ECAFE countries)2* ranked first in 
umber of investment projects, 43.5 per cent, but 
cond in investment volume, 22.5 per cent. The 
sparity between the region’s position in number of 
rojects and volume has been persistent. In 1959 
id 1964, Asia ranked first in projects, with 35.5 
sr cent and 38.1 per cent respectively, but third in 
lume, with 18.5 per cent and 20.9 per cent res- 
ctively. This continuing disparity reflects Asia’s 
Ww average investment volume per project ($440,000) 
hich is little more than half the over-all average 
f $850,000 at the end of the 1969 fiscal year and 
uch less than any other region. 


able 1-3-6. Geographical distribution of Japanese 
rect investment outflows: Fiscal years 1951-1969, 
approval basis (excluding reinvested earnings) 


Average 
volume 
Volume of per 
Investment projects investment project 


. (number) (percent- (million (percent- (thousand 
Region age) $) age) $ 


South and East Asia*® 1,379 43.5 604 Ne ae 440 


North America. . 739 23.3 720 26.8 970 
Latin America. . 529 16.7 513 19.2 980 
mOrOpels 6 « s 291 9.2 303 11.3 1,040 
Oceania parts, - 6 127 4.0 158 5.9 1,240 
te 1 nn 75 2.4 79 2.9 950 
Middle East... 27 0.9 306 11.4 11,300 

Total coe 2 s,167 «© 100.0 2;6837 100.0 850 


Source: Foreign Department, Bank of Japan. 


* See table I-3-7 for list of countries included in South 
and East Asia. 


The distribution of investment projects and in- 
estment volumes among individual countries within 
outh and East Asia (see table 1-3-7) again show 
ide disparities, as dictated by differing conditions 
mong the countries. Brunei and Indonesia, with 
irge proportions of investments in the primary 
sctors,”’ have high average volumes per project. On 
ae other hand, Hong Kong has a low average 
avestment per project, reflecting a large proportion 
f investment in light manufacturing and the trade 
sctor. Major recipients of Japanese investments in 
‘rms of project numbers have been China (Taiwan), 
hailand and Hong Kong, in that order, which 
etween them account for 56.8 per cent of projects 
a the region. The three leading recipients by volume 
f investment, on the other hand, have been Indonesia, 


26 Tran is classified as Middle East instead of South and East Asia. 
he Ryukyu Islands are included even though they will revert to Japan 
1972 under agreement with the United States. 

27 Japanese investments in Brunei are dominated by the Shell/ 
itsubishi joint ventures for export of liquefied natural gas to Japan, 
ich involves a $480 million investment in liquefaction plant and 
er facilities in Brunei, special ocean tankers, and distribution facili- 
in Japan. See OECD/DAC, op. cit., p. 79. 


Brunei and Thailand, which together have received 
59.1 per cent of investment volume. 


Table [-3-7. Country distribution of Japanese direct 
investment outflows to South and East Asia: 
Fiscal years 1951-1969, approval basis 
(excluding reinvested earnings) 


Average 


volume 
Volume of per 
Investment projects investments project 


(percent- (million (percent- (thousand 
$ $) 


Country® (number) age) ) age) 
Bragiei-in 4. see < 9 0.7 86.31 14.3 9,589 
Bugnake > ee 8 0.6 0.44 0.1 55 
Ceylon aay in ee 15 1.1 1.86 0.3 124 
Khmer Republic. 3 0.2 0.75 0.1 250 
China (Taiwan) . 358 25.9 60.28 10.0 168 
Hong Kong . . 212 15.4 19.65 3.3 93 
Ania ee Ye aie re 63 4.6 16.87 2.8 268 
Indonesia: ©. 4s 46 3.3 192.83 31.9 4,192 
Korea, Republic of . 34 Zz.” 6882 25 442 
Laos To mittens 7 0.5 25 0.2 179 
Malaysia... 86 6.3 35.91 5.9 418 
Nepal = *% © « 1 0.1 0.15 0.1 150 
Pakistaaey "be 25 1.8 5.40 0.9 216 
Philippines . . . 62 4.5 44.70 7.4 721 
Ryukyu Islands. 153 11.1 20.00 38 131 
Singapore . . . 78 yop mere RAL 3.9 304 
Thailand . 214 «15.5 78.21 129 365 


Viet-Nam, Republic of 5 0.4 0.68 0.1 136 
All Asia. . . 1,379 100.0 604.02 100.0 439 


Source: Japan, Ministry of International Trade and Industry, 
Keizai Kyoryoku no Genjo to Mondaiten (Economic 
Cooperation — Present Status and Problems), 1970. 


* Tran is not included in this tabulation (see table I-3-8); 
Ryukyu Islands are included even though they will be 
reunited with Japan under agreement with the United 
States. 


The question can be posed whether number of 
projects or volume of investment is the better measure 
of impact from foreign investment. If transfers of 
technical and managerial skills, demonstration effects, 
and other non-tangible items are considered to be 
the unique contributions of direct investment, then 
a good argument can be presented that number of 
investment projects is the better indicator of impact, 
or of benefit received. This argument would need 
to assume that transfer of skills is not necessarily 
proportional to volume of capital, and that even 
small investment projects eniail some transfer of 
managerial and technical skills. The validity of these 
assumptions for direct investments in the ECAFE 
region should be investigated. 


Some details of the flows of Japanese private 
capital to twelve ECAFE countries for the five latest 
years available and for the whole period 1951-1969 
are tabulated in table I-3-8, along with a comparison 
of net receipts of Japanese export credits. Iran is 


Part One. Role of Foreign Private Investment 


Table I-3-8. Japanese direct investment and export credit flows to 
twelve developing ECAFE countries, approval basis 


(in million dollars) 


es ee a 


Fiscal year 


Cumulative 
Country/type 1965 1966 1967 1968 1969 1951-1969 
Brunei — 
Branch equity. . . +» - — — — -_— == = 
Other equity . =. «© = & — _— — _— 13.67 14.21 
Eoans Va ae, Oe — — a — 72.08 72.10 
Gross investment . . . - — os a -- 85.75 86.31 
Net investment . . . . x x x x x 86.31 
Export credits | <9. Yas se — — — — 0.78 x 
Kota 6y  .° ba oe ee _ — —_— —_— 86.53 x 
China (Taiwan) — 
Branch equity. . . . . 0.05 0.10 0.09 0.04 0.27 0.95 
Other equity . . . . . 0.94 2.88 10.04 12.78 18.84 51.98 
Leaes?.2. 2 m4 ua eee 0.28 0.15 3.00 0.82 1.50 Dead. 
Gross investment . . . . 1.27 3.13 13.13 13.64 20.61 60.20 
Net investment . .- . . x x x x x 57.89 
Export credit. . . . . 6.94 20.82 63.37 99.53 24.49 x 
Totaly. << oes oe 8.21 23.95 76.50 113.17 45.10 x 
Hong Kong — 
Branch equity. . . . . 0.03 0.02 0.03 0.10 0.61 2.05 
Other: equity ons. (enc 8 1.20 2.28 1.13 0.89 3.78 16.06 
Loans a eemanecaee 0.39 0.15 —_ — 0.42 1.28 
Gross investment . . . . 1.62 2.45 1.16 0.99 4.81 19.39 
Net investment . . . . x x x x x 16.62 
Export credits. . . . - 4.00 11.00 — Pee 65.10 x 
ae ee tae hr 13.45 1.160 theabe ae 69.91 x 
India — 
Branch equity. . . . . 0.05 0.08 _— 0.17 a 0.82 
Other ‘equity “2 5 2,06, » 0.13 2.61 2.00 0.73 = 11.28 
Loans - keen A Past tee — — 0.08 — a 0.17 
Gross investment . . . . 0.18 2.69 2.08 0.90 a 12.27 
Net investment . . . . x x x x x 11.57 
Exportieredits «gs tae) os) cs 43.00 26.86 79.92 1.79 Oy x 
Total ¥ To. sete) dete 43.18 29.55 82.00 2.69 ay x 
Indonesia — 
Branch equity. . . - - _— _ _ 0.50 0.51 
Other equity . . . « - — — os 3.36 12.76 16.98 
Laang SUS ee eens 16.15 5.55 52.04 37.71 30.07 175.34 
Gross investment . . . - 16.15 5.55 52.04 41.57 42.83 192.83 
Net investment . - . - x x x x x 150.50 
Export credits. . . . + 122.00 8.00 17.87 2.81 —10.93 x 


Tatar Y ey SS ese 13.55 69.91 44.38 31.90 x 
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Table I-3-8 (Cont'd) 
(in million dollars) 


Fiscal year 


Cumulative 
Couniry/type 1965 1966 1967 1968 1969 1951-1969 
Iran — 
Branch equity. . . . . — — — — — — 
Otherjequity 3.1. 5. ‘a — 0.27 0.08 0.39 1.61 3.08 
Loans = ie a = = me 
Gross investment . . . . — 0.27 0.08 0.39 1.61 3.08 
Net investment x x x x x 2.92 
Export credits . _ 0.69 64.16 28.24 11.86 x 
Total _ 0.96 64.24 28.63 13.47 x 
Korea, Republic of — 
Branch equity’, 3.0.0. cs — _— 1.27 -— —_ 1.27 
Otherequity "2+... 4)". — oo 0.31 0.49 9.68 10.48 
Loans — 2.50 _- 0.10 0.67 3.27 
Gross investment . . . . _ 2.50 1.58 0.59 10.35 15.02 
Net investment . . . . x x x x x 12.13 
Export credits. 9. =. «5 23.50 110.09 184.60 127.37 72.03 x 
Total g eal Wes Peas 23.50 112.59 186.18 127.96 82.38 x 
Malaysia — 
Branch equity.) 8. 3. — — oo 0.03 — 0.43 
Other equity . . . .. 5.08 5.41 1.06 11.37 4.63 22.91 
Leet ace 0.12 0.32 2.98 0.78 0.66 12.36 
Gross investment . . . . 5.20 5.73 4.04 2.18 229 35.70 
Net investment . . . . x x x x x 24.70 
Exporticredits =< SG 2.00 17.00 5.35 7.12 1.25 x 
Totahe eta, Ai kA. 7.20 22.73 9.39 9.30 6.54 x 
Pakistan — 
Branch @quigy 6 6. see _— — —_ 0.10 — 0.23 
Other equity . ... . 2.19 0.02 oa 1.20 0.28 5.06 
e TT ee ee ee ee a — —_— _— — — 
Gross investment . . . . 2.19 0.02 _ 1.30 0.28 5.29 
Net investment . . .. . x x x x x 5.01 
Export credits) @="'s > sig fi _— 20.36 24.94 4.67 x 
ORAL is el die os 5 ast sige 5.30 0.02 20.36 26.24 4.95 x 
Philippines — 
Branch equity. . . - « se “= 0.90 0.01 0.02 0.89 
eeyener equnty!, “oe 0.13 0.12 3.41 3.04 1.66 10.03 
[eT eM cr had cobs ic ee 0.30 2,33: 4.90 2.00 2.05 33.73 
Gross investment . . . « 0.43 2.45 9.21 5.05 3.73 44.65 
Net investment . . . .- a x x x x 18.12 
Bxportieréditss. Sine 62.30 45.97 142.93 120,05 17.75 x 


So | FF) AO es = 62.73 48.42 152.14 125.10 21.48 x 
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Table I-3-8. (Cont'd) 
(in million dollars) 


Fiscal year 


Role 


of Foreign Private Investment 


Cumulative 
Country/type 1965 1966 1967 1968 1969 1951-1969 
Singapore — 
Branch equity. . . . . — 0.04 _ o= 1.59 
OthersequitySat.. . Gil. 1.90 0.37 0.98 0:87 3.46 15.78 
Loans — 0.99 — 0.10 0.16 6.25 
Gross investment . . . . 1.90 1.36 1.02 0.97 3.62 23.62 
Net investment . . . . x x x x x 14.80 
Export credits . 12.00 527 12.31 14.93 18.18 x 
Total 13.90 6.63 13.33 15.90 21.80 x 
Thailand — 
Branch equity. . . . . 0.05 0.21 — — 0.11 2.62 
Otheriequityes, =. =< % &- 4.36 1.76 4.06 8.14 12.08 49.89 
Loans 1.52 0.43 4.29 2.10 6.51 25.52 
Gross investment . . . .« 5.93 2.40 8.35 10.24 18.70 78.03 
Net investment . . . . Xx x x x x 68.91 
Export credits . 36.17 46.34 77.57 89.97 18.79 x 
Total 42.10 48.74 85.92 100.21 37.49 x 
Sources: Japan, Ministry of International Trade and Industry, Keizai Kyoryoku no Genjo to Mondaiten 
(Economic Co-operation — Present Status and Problems), 1966-1970. 
Japan, Overseas Economic Co-operation Fund, Kaigai Keizai Kyoryoku Binran (Handbook on 
Foreign Economic Co-operation), 1969-1971. 
Notes: (1) Reinvested earnings are not included. 


(2) “X” indicates not tabulated. 


(3) Export credits are given net of repayments. 


included here, although it is not part of South and 
East Asia as defined in the official statistics. During 
the short period tabulated, rising trends in investment 
volume approved can be fairly clearly identified for 
China (Taiwan), Indonesia, Iran and Thailand. The 
investment flows to Malaysia appear to be relatively 
steady, although there are substantial fluctuations in 
composition by type of investment. For the other 
seven countries, no clear-cut trend emerged over the 
five years. 


The role of loans has been prominent in Brunei, 
Indonesia and the Philippines and has been important 
for Malaysia and Thailand. Since all five of these 
countries are important sources of raw materials, 
there seems to be a pattern of financing resource 
development projects with a combination of equity 
and loan capital. The large flows of loans to Brunei, 
Indonesia and the Philippines have brought the 
regional loan composition to 57.6 per cent (see table 
I-3-10), compared with 48 per cent loans in total 
investments to all countries. However, the level of 
loans is low for the other nine countries tabulated. 


The volume of investment in branches is important 
only in Hong Kong and Singapore, the two pivotal 
trading centres. 


Table I-3-8 presents data on net investment of 
all types outstanding, as of 31 March 1970, the end 
of the 1969 fiscal year. The difference between net 
investment and the cumulative total gross investment 
should be a measure of disinvestment during the 
period 1951 through 1969. Total disinvestment cal- 
culated in this way is $107 million, or 18.6 per cent 
of the gross investment of $576 million. Most of 
the disinvestment has apparently taken the form of 
repayment of loans. However, country-by-country 
comparisons of disinvestment with cumulative loan 
totals show that minor amounts of equity capital have 
been repatriated from Hong Kong, India, Iran, 
Pakistan and Singapore. 


For comparative purposes, net export credit flows 
to the twelve countries are also tabulated in table 
I-3-8. Export credits have been a more important 
source of funds than direct investments in most of 
these countries (see Chapter V). 
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ectoral distribution 


The sectoral distributions of cumulative Japanese 
irect investments in all countries and in South and 
ast Asia are compared in table I-3-9. Through 
969, the global distribution of investment projects 
yas led by trade (31.4 per cent), other services 
15.0 per cent), other manufacturing (7.7 per cent) 8 
nd textile manufacture (7.6 per cent); while the 
sian frequency leaders were other manufacturing 
15.4 per cent), trade (13.4 per cent), textiles (12.5 
er cent) and electrical/electronics (9.7 per cent), 
losely followed by chemical manufacturing (8.8 per 
ent). Of course, distribution has varied widely 
etween .individual countries. Prominent sectors in 
ne following five countries have been: 


China (Taiwan) — electrical/electronic, textiles, 
other manuafcturing; 


Hong Kong—trade, textiles, other manufacturing; 


India—metals/metal products, other manufactur- 
ing, trade; 


28 “Other manufacturing” includes generally light, labour-intensive, 
indry products. 


Malaysia—mining, wood and pulp products, other 
manufacturing; 


Thailand—trade, textiles, electrical/electronic.?° 


Nearly half of the global projects were in the tertiary 
sectors (50.2 per cent), while Asian projects were 
concentrated in the secondary sectors (66.0 per cent). 


The global distribution of investment volume was 
dominated by mining, including petroleum (33.6 per 
cent), and the tertiary sectors (together 36.7 per 
cent). Mining also led the Asian volume distribution 
with 38.5 per cent, followed by textile manufacture 
(12.0 per cent), finance and insurance (11.0 per cent) 
and agriculture, forestry and fishing (6.6 per cent). 
Volume of global direct investments to all countries 
was balanced between primary sectors (36.1 per cent), 
secondary (27.2 per cent) and tertiary (36.7 per 
cent), but, in Asia, investment in the primary (45.1 
per cent) and secondary (39.5 per cent) sectors 
outweighed tertiary investments (15.4 per cent). 


2° Kaigai Toshi to Gijutsu Yushutsu Yoran (Japan’s Overseas In- 
vestment and Technology Exports), (Tokyo, Jukagaku Kogyo Tsu- 
shinsha, 1970), chapter 6. 


Table 1-3-9. Distribution by sector of Japanese direct investments, 


World and South and East Asia: 


Fiscal years 1951-1969, 


approval basis (excluding reinvested earnings) 


All countries 


South and East Asia 


Average 

Sector Investment projects Volume of investments volume Projects Volume 
(number) (percentage) (million $) (percentage) (thousand $) % ies 

Agriculture, forestry, fisheries . . 156 5.5 67 25 430 5.4 6.6 
LT en Oe ct ee Are 157 5.6 892 33.6 5,700 5.1 38.5 
Primary sectors ee Sie aes 313 11.1 959 36.1 3,060 10.5 45.1 
REG Go il Seu Sica ere 105 3.7 45 1.7 430 6.1 4.6 
Textiles es eT eee 213 7.6 140 5.3 660 12.5 12.0 
Momtiandspulpy ss. eke 30 1.1 133 5.0 4,420 1.3 0.9 
Shenicase nets se SL os 135 4.8 34 1.3 250 8.8 2.6 
Metalproducts e008 als 8 86 3.1 129 4.9 1,500 5.5 53 
Electrical machinery . . |... 163 5.7 49 1.9 300 9.7 ai 
Transport equipment . . . . . 39 14 100 3.6 2,560 1.6 2.1 
Mthersmachinery) fos arcs vrewbe 101 3.6 51 2.0 500 Dall 1.6 
Other manufactures . . . . . 215 7.7 40 1.5 180 15.4 5.3 
Secondary sectors. . » « ss 1,087 38.5 721 27.2 660 66.0 39.5 
Tiaemin sitet: ie. GG 887 31.4 322 12.1 370 13.4 1.9 
Finance, insurance ee sae Ps ae 85 3.0 230 8.7 2,700 22 11.0 
LOT Toa ce Pe ee 22 0.8 3.3 | fe 1,490 1.4 0.3 
Retherrcetvicet. sis, 421 15.0 391 14.7 930 6.5 Zen 
FPestiany SFECtOTS" WED vie, 45 seer aA 1,415 50.2 976 36.7 680 23.5 15.4 
Total, excluding branches. . . - 2,815 100.0 2,656 100.0 950 100.0 100.0 

ISEAMICRESO se | tte, va se om 352 27 80 

TOCA dah EW! 6h hls 3,167 2,683 850 


Source: Japan, Ministry of International Trade and Industry, Keizai Kyoryoku no Genjo to Mondaiten (Economic Coopera- 


tion — Present Status and Problems), 1970. 
Notes: 


(1) See table I-3-7 for countries included in South and East Asia. 
(2) Branch investments are not included in the sectoral distribution. 
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Average volumes per project in each sector are 
listed in tables I-3-9 and I-3-10. The global averages 
were- led by mining ($5.7 million), wood and pulp 
manufacturing ($4.4 million) finance and insurance 
($2.7 million) transport equipment ($2.6 million), 
and metals/metal products ($1.5 million), while 
chemical manufacturing averaged only $250,000 per 
project and other manufacturing only $180,000. 
Asian average volumes per project, though smaller, 
were also led by mining ($3.7 million), followed by 
finance and insurance ($2.5 million), agriculture and 
forestry ($850,000, or $620,000, if combined with 
fisheries) and transport equipment $650,000), and 
ranged downward to only $72,000 for trade. 


The classification of types of investment in each 
sector is given for the Asian countries in table I-3-10. 
Unfortunately, however, the classification for invest- 


ments in branches is not available. 


Loan investments 


Part One. Role of Foreign Private Investmen 


were made in all sectors, but are especially importan 
(on the basis of investment volume) in the primar 
sectors, particularly in mining and agriculture, 
forestry, and the tertiary sectors, particularly in 
finance and insurance. Some direct investments i1 
real property took place in the trade and othe 
services sectors, presumably concentrated in ware 
house, shipping, airline and similar facilities. Com 
pared with the global composition, loan and brane! 
investments- were more important in Asia (57.6 pe 
cent, compared with 47.8 per. cent, and 2.5 per cent 
compared with 1.0 per cent), equity investments i 
shares and other securities were about the same (39. 
per cent, compared with 38.6 per cent), and inves! 
ments in real property were significantly lower (0. 
per cent, compared with 12.6 per cent) than the worl 
figure which included large investments in leases an: 
other property of oil exploration ventures not in 
corporated in the host countries. 


Table I-3-10. Distribution by sector and type of Japanese direct investments in 


Scuth and East Asia: 


Fiscal years 1951-1969, approval basis 
(excluding reinvested earnings) 


Average Type of investment (excluding branches) 
Investment Volume of volume per 

projects investments project Equity Loans Real prop. Branch 

Sector (number) (million $) (thousand $) (%) (%) (%) (%) 

Agriculture and forestry 41 35.03 854 15.6 84.2 0.2 x 
Fishery 22 4.30 196 68.9 31.1 — x 
Mining 61 226.54 3,714 10.2 89.8 x 
Primary sectors 124 265.87 2,144 11.9 88.1 — x 
Food-stuffs 7 27.19 378 58.4 41.6 — x 
Textiles ‘ 148 70.60 477 78.1 21.9 a x 
Wood and pulp . 15 5.66 377 46.0 54.0 — x 
Chemicals 101 15.08 149 - 84.4 15.6 — x 
Metal products 65 31.47 484 90.3 9.7 -- x 
Electrical machinery . 115 29.99 261 93.9 6.1 -- x 
Transport equipment 19 12.37 651 71.8 28.2 -- x 
Other machinery . 61 8.84 145 89.8 10.2 —_— x 
Other manufacturing . 180 31.48 175 75.9 24.1 —_ x 
Secondary sectors 776 232.68 300 79.1 20.9 os x 
Trade 158 11.31 72 87.2 8.5 4.3 x 
Finance and insurance . 26 64.54 2,482 RS 92.7 _— x 
Construction . 17 1.86 104 94.8 52 a x 
Other services 76 12.95 171 57.8 Zoe 12.3 x 
Tertiary sectors ; 277 90.56 327 26.2 Tp 2.3 x 
Total, excluding branches 1,177 589.11 501 x x x x 
Branches . 202 14.91 74 x x x 2.5 
Total 1,379 604.02 438 39.6 57.6 0.4 Za 


Source: Japan, Ministry of International Trade and Industry, Keizai Kyoryoku no Genjo to Mondaiten 
(Economic Cooperation — Present Status and Problems), 1970. 


Notes: (1) See table I-3-7 for countries included in South and East Asia. 
(2) Branch investments are not included in the sectoral distribution. 
(3) “X” indicates not tabulated. 
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1968 survey* findings on profitability of Japanese direct 


investments by sector and region (percentages of firms replying) 


Result during latest accounting Cumulated profit or Firms 
period loss Replying 
Profit Even Loss Profit Even Loss (number) 
Sector (%) (%) (%) (%) (%) (%) 
Agriculture and forestry . 33 — 67 17 — 83 6 
Fishery 48 13 39 39 —_ 61 23 
Mining 57 — 43 43 — 57 21 
Food-stuffs oe 40 — 60 35 — 65 40 
exten 7) ua. choo 73 4 23 63 1 36 70 
Chemical . 72 — 28 47 11 42 36 
Ceramic 61 8 31 54 _ 46 13 
Metals S Bods OM te 60 5 35 48 5 48 40 
Electrical machinery. . . . 61 16 23 57 — 43 44 
Other machinery . 47 3 50 37 3 60 30 
Other . 64 3 33 64 — 36 36 
Total, including Ryukyu Islands 60 5 35 50 2 48 359 
Region 
East Asia . 70 il 29 58 1 41 79 
Southeast Asia 60 3 37 51 2 47 118 
West Asia 100 — aa 100 — —_ 1 
Latin America 51 11 38 41 4 55 66 
Africa 74 10 16 74 — 26 19 
Developing regions . . . . . 62 5 33 52 2 46 283 
North America, Europe and Oceania 67 — 33 50 — 50 36 
Total, excluding Ryukyu Islands 62 4 34 52 2 46 319 


Source: 
Note: 


Yugin Joho (Quarterly News from the Export-Import Bank of Japan), March 1969. 
East Asia includes China (Taiwan), and the Republic of Korea; Southeast Asia includes Burma, 


Cambodia, Ceylon, India, Indonesia, Laos, Malaysia, Pakistan, Philippines, Singapore, Thailand, and 
the Republic of Viet-Nam; West Asia includes Iran and the Middle East. 


* Conducted by the Export-Import Bank of Japan. 


Earnings and motivation 


Data on the earnings of Japanese direct invest- 
ments, comparable with the United States data given 
earlier, are not available. However, the Export- 
Import Bank of Japan has published a valuable survey 
of the motivation and profitability of Japanese direct 
investments abroad. Questionnaires were sent out in 
July 1968 to firms with direct investments, asking, 
among other questions, whether they had made a 
profit or loss, or had broken even, during the previous 
accounting period, and whether they had a cumulative 
profit or loss.8° The results are shown in table 
I-3-11, The record for investments in southeast Asia 
(from India and Pakistan through Indonesia and the 
Philippines) was in line with all countries, while 
results in east Asia (China (Taiwan) and the Republic 
of Korea, but excluding the Ryukyu Islands) were 


3° Yugin Joho (Quarterly News from the Export-Import Bank of 
Japan), March 1969, quoted in Shihon Jiyuka to Kaigai Kigyo Shin- 
shutsu, Kokusai Shihon Ido Kenkyu linkai Hokokusho (Capital Li- 
beralization and Advancement of Overseas Firms, a report by a com- 
mittee on international capital movements), (Tokyo, Ministry of 
Finance Printing Office, 1969), pp. 150-166, and Koichi Hamada, 
“Role of Foreign Investment in Asian-Pacific Development: Japanese 
Investment Abroad”, paper presented at the third Pacific Trade and 
Development Conference, August 1970, pp. 10-21. Generally, ac- 
counting periods of Japanese companies are six months and start in 
various months. 


a little better than average. By sectoral classification, 
textiles, electrical/electronic, and other manufacturing 
(sundries) had done better than average. However, 
only 62 per cent of all firms replying to the survey, 
excluding those in the Ryukyu Islands, showed profits 
in the latest period, and only 52 per cent had a 
cumulative profit. Only about half of the latter, or 
29 per cent of the total, had commenced dividend 
payments to parent companies. The apparent low 
level of profitability is partially explained by the large 
portion of Japanese direct investment which was too 
new to have matured to full earning power. This 
characteristic had been accentuated by the rapid 
growth in direct investment since the 1950s, as shown 
in table I-3-5. Other main reasons for unfavourable 
results obtained by the survey were insufficient sales 
and/or low sales prices due to (a) competition from 
imports, (b) competition from other firms in the host 
country, and (c) miscalculation of local demand. 
Also mentioned were high cost of raw materials, low 
productivity of labour, unstable economic environ- 
ment, and slow and inefficient government procedures 
and administration in host countries.*1 These findings 
raise questions about the relative cost performance 
and pre-investment planning of Japanese foreign 
ventures. 


31 Ibid. 
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Another, and probably a more basic, explanation 
for the apparently low profitability of Japanese direct 
investments is the importance which business and 
Government have placed on the promotion of exports 
and development of sources of raw materials. Ac- 
cording to the survey, foreign ventures in agriculture 
and forestry, fisheries, and mining, while reporting 
below-average profitability, succeeded in meeting or 
exceeding originally scheduled deliveries of primary 
products to Japan in 60 per cent of the answering 
firms. These firms were judged successful in terms 
of supplying needed raw materials, regardless of 
reported profits or losses. It was observed that, in 
this case, the profit of subsidiaries and joint ventures 
abroad is not necessarily a good indicator of economic 
performance. The profit in the consolidated accounts 
of the firm abroad and the parent firm at home would 
be relevant for judging actual performance.*? Of 
course, this applied more or less to all direct invest- 
ments, not just to those in the primary sectors. It 
is possible that, in some cases, intrafirm pricing 
policies of parent and subsidiary companies actually 
underpriced host country exports to Japan and/or 
overpriced imports of Japanese capital goods, com- 
ponents and materials to host countries. Under 
relatively free market conditions in the host countries, 
the ability to so distort international prices would 
be greatly restricted by the competitive pressures of 
other investors and traders, both local and from third 
countries. Apparently, influence on prices has not 
been nearly so important a motivation as simple 
access to promising export markets and to dependable 
supplies of the raw materials which are in critically 
limited supply in Japan. The OECD Committee for 
Invisible Transactions has noted that Japanese direct 
investments have often been made for purposes of 
long-term trade development and commercial contacts, 
rather than for immediate profit.** 


The Export-Import Bank survey findings on 
motivation confirm the low importance attached to 
immediate rate of return by Japanese foreign in- 
vestors. Only 3 per cent of the 410 responding firms 
in the manufacturing (secondary) sectors listed 
“earning a dividend” as their investment motive, 
while 77 per cent listed motives related to promotion 
of Japanese exports (developing foreign market 26 
per cent, defending foreign market 23 per cent, export 
of materials or semi-finished goods from Japan 21 
per cent, and export of machinery and equipment 
from Japan 7 per cent), and 16 per cent listed motives 
related to trade based on host country supplies of 
low-cost labour or other factors in short supply in 
Japan (export of product to other countries 9 per 
cent and export of product to Japan 7 per cent). 


82 Ibid. 
33 | jberalization of International Capital Movements: Japan (Paris, 
OECD, 1968), pp. 22-23. 
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Of 78 primary sector firms engaged in developing 
foreign natural resources, 55 per cent listed “more 
stable supply” as their investment motive, 3] per cent 
“low price”, and 14 per cent “better quality” or 
other reasons. Compared with an earlier survey in 
1965, the motive related to low-cost labour had in- 
creased in importance in 1968. It has been reported 
that wage rates in China (Taiwan) are about one- 
quarter of those in Japan, and, in the Republic of 
Korea, about one-fifth to one-sixth.°4 This has been 
reflected in the increase of. investments in Asian 
countries to manufacture textiles, electrical/electronic 
products, sundries, and other labour-intensive goods 
for export to Japan or other countries. As the labour 
shortage in Japan has become more severe, foreign 
investment has served as an alternative to the im- 
migration of labour from neighbouring labour-surplus 
countries. OECD/DAC has observed that “it is in 
many ways better for both parties that components 
be imported rather than transient people”.*® Such 
factor-oriented investments have been promoted by 
the development of special duty-free industrial areas 
in China (Taiwan), the Republic of Korea and other 
countries. Anticipation of favourable duties on pro- 
ducts manufactured in developing countries under the 
general preferential tariff scheme has also stimulated 
long-run development of export-oriented investments 
in labour-intensive industries.*® 


Likewise, as overcrowding in Japanese cities and 
pollution of air and water by industrial wastes have 
become more serious, industrialists have sought 
favourable plant sites available in nearby countries. 


Dr. Saburo Okita has predicted that: 


One of the new features of the 1970s will be 
rapidly expanding investment from Japan to 
develop natural resources overseas and, as the 
exporting countries will increasingly demand the 
processing of raw materials in their own coun- 
tries, there will be many cases of Japanese 
investn:ent in processing industries of those 
countries.°7 


In summary, there are a variety of motives for 
Japanese direct investments in the developing ECAFE 
countries. Access to markets and supplies of raw 
materials and fuels can be expected to remain im- 
portant. The growing labour shortage and scarcity 
of plant sites in Japan should continue to promote 
further private capital outflows in the future. 


34 Clark, Gregory, “Wanted — Cheap Labor”, Far Eastern Econo- 
mic Review, 30 October 1970, pp. 42-43. 

35 OECD/DAC, Development Assistance, 1970 Review, p. 81. 

86 Hamada, op. cit., p. 14; Saburo Okita, “A Centre of Dynamism 
in the World Economy”, Nihon Keizai Shimbun, International Week- 
ly Edition, 5 January 1971, p. 3. 

37 Okita, ibid. 
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Chapter IV 
RECENT FEATURES OF FOREIGN INVESTMENT IN SELECTED 
ECAFE COUNTRIES 


This chapter brings together foreign private 
investment data collected from regional host country 
sources, many virtually for the first time. Much of 
the data relates to approval values of foreign invest- 
ment projects promoted, or registered, by the agencies 
responsible for the administration of national laws 
and regulations concerning foreign capital. No at- 
tempt has been made to reconcile approval-basis data 
with balance of payments data. While differing from 
actual inflows realized over a given time period, 
approvals are valuable because they indicate (a) 
magnitudes, types, sources and allocations of planned 
investments, (b) investors’ intentions, without distor- 
tion by such exogenous factors as construction delays 
and other lags or lapses caused by problems of 
implementation, and (c) the directions in which host 
countries seek to channel foreign investment. How- 
ever, approvals, or even registrations, do not generally 
reflect the entire picture of foreign investments 
because of the limited scope of investment promotion 
programmes and the difficulty of monitoring medium- 
and small-size non-corporate capital inflows. Further- 
more, reinvestments of unremitted earnings and 
investments in branches of foreign companies are 
often not included. Because of non-compatibility in 
the definitions underlying the available data, each 
country is taken up separately, and no regional 
tabulations are attempted. 


This chapter is divided into two sections. Section 
A presents a brief survey of the foreign investment 
in nine developing ECAFE countries, China (Taiwan), 
Indonesia, Iran, Malaysia, Pakistan, the Philippines, 
the Republic of Korea, Singapore and Thailand. 
These countries represent a wide range of resource 
endowments, population densities, historical and cul- 
tural backgrounds, and stages of development. 
Section B is devoted to a descriptive discussion of 
foreign private capital in India, where somewhat more 
complete data are available. 


Section A 
China (Taiwan) 


While average rate of growth of the GNP in 
China (Taiwan) over the period 1951-1966 has been 
about 8.3 per cent per annum, a recent study reveals 
that, without the massive inflow of foreign resources, 
the rate of growth would have been no more than 
3.9 per cent.1 Foreign private investments have been 


1 See Kowie Chang , ed., Economic Development in Taiwan, Tai- 
i, 1968, p. 10. 
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an important component of these foreign resources 
in recent years. Available data mostly relate to 
approvals of foreign private investments under the 
promotion laws and regulations. The following table 
I-4-1 presents what seems to be the most complete 
set of data available for foreign and overseas Chinese 
direct investments over the period 1960 to 1969. The 
United States accounts for more than half, and Japan 
for nearly a fourth, of total direct investment under- 
taken over the period 1962 to 1968. 


Table I-4-1. China (Taiwan): Foreign and overseas 
Chinese direct investment, by source 


(in million dollars) 


Asia 
Year United Japan (except Others Total 
States Japan) 
1960...” ras “w oe sinha Dik 
1961. . Ness nich ret ae 9.46 
1962 3.37 3.83 0.89 0.90 8.99 
1963°. 13.52 2.78 1.17 0.81 18.28 
1964... 7.63 1.71 0.31 5:92 15.57 
19 65ieae = 7.13 1.88 0.68 0.82 10.51 
19665 2.19 1.68 1.68 2.86 8.41 
1967-3" 13.43 9.39 3.73 1.32 27.87 
19682 17.56 6.41 3.5) 0.56 27.88 
LOGO Fes, tee. sx Mess Asc Ain 50.62 
Totaliay es 64.83" 27.68" 11.81° 13.19 183.36 
Percentage 
share of ~ (55.2) (23.6) (10.0) (11.2) (100) 
total” 


Source: Balance of payments statistics compiled by the Economic 
Research Department of the Central Bank of China. 


Note:  Reinvested profits are not included. 


* Total for the period 1962-1968 for which the data are 
available by country of origin. Total investments for 


the period 1962-1968 are $117.51 million. 


> Figures in parentheses represent percentage shares of 
each country with respect to the total for the period 
1962-1968. 


Table J-4-2 shows a sharp acceleration in foreign 
private investment approvals over the three periods 
1952-1959, 1960-1964 and 1965-1969. In the eight 
years of the 1950s, the total of approvals amounted 
to only 5.8 per cent of the total number of projects 
and 4.5 per cent of the total amount of investments 
over the period 1952-1969; in the first half of the 
1960s, the proportions rose to 14 per cent and 17.5 
per cent, and in the second half to 80.2 per cent and 
78.0 per cent respectively. United States and Japanese 
investments have, together, accounted for almost 56 
per cent of total investments, including overseas 
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Chinese investments, which have been somewhat less 
than a third of all foreign investment over the period. 
Excluding overseas Chinese investment, the share of 
the United States and Japan together comes to more 
than 80 per cent of total foreign investments. 


These approvals have been distributed over the 
different sectors as shown in table [-4-3. As these 
data are restricted to approvals of promoted invest- 
ments, the coverage for non-manufacturing investments 
is likely to be incomplete. Consequently, the division 
of total investment approvals between manufacturing 
and non-manufecturing is not particularly meaningful. 
However, the manufacturing sector appears to be 
adequately covered. Both United States and Japanese 
investments have tended to be concentrated in chemi- 
cals, and electronics and electronic appliances. These 
two industry groups together account for as much as 
77.2 per cent and 54.6 per cent of United States and 
Japanese investments, respectively. Another striking 


Table I-4-2. China (Taiwan): 


Part One. Role of Foreign Private Investment 


feature is the wide disparity in the scale of investment 
between the United States and Japan. Thus, while 
the average amount of investment per project (i.e. 
per approved “case”) is $548,000 for all non-Chinese 
investments, the corresponding averages for United 
States and Japanese investments are $1.22 million and 
$179,000, respectively. In fact, the Japanese average 
is even lower than the overseas Chinese average 


($213,000) . 


Three questions require further probing: (a) 
How far is the United States and Japanese concentra- 
tion of investments in chemicals and electronics indica- 
tive of full-scale technology transfer; (6) How far is 
the strikingly small average value of Japanese capital 
indicative of the fact that the Japanese technology 
imported into Taiwan is specifically adapted to the 
present state of factor endowments in Taiwan; and 
(c) How far can scale economies be incorporated into 
small-scale investment projects. 


Foreign private investment approvals 


by country source and year, 1952-1969 
(in thousand dollars) 


Foreign investments 


Overseas Chinese® 


Country United States Japan Others Total investments Grand total 
Year No. of No. of No. of No. of No. of No. of 
cases Amount cases Amount cases Amount cases Amount cases Amount cases Amount 
1952. . arte si)< Aiea Bete Sac eae =, LOG Feuss..2 eee 
1953: 1 1,881 1 160 _— —_ 2 2,041 12 1,654 14 3,695 
1954 . 3 2,028 1 14 1 50 5 2,092 3 128 8 2,220 
1955 . 2 4,423 — _— — _ 2 4,423 3 176 5 4,599 
1956 . 27, 11009) a — ~~ 2. "20090" 413" 92484 toes soe 
1957... 1 11 3 37 > _ 4 48 10 1,574 14 1,622 
1958 . — _— 3 1,116 —_— — 3 1,116 6 1,402 9 2,518 
NOPE Meheom ti 1 100 1 45 — _ 2 145 820 2 965 
Subbrtotals dhors-p onieceae 10 9,452 9 1,372 1 50 20 10,874 52 9,305 67 19,112 
% share to total (1953-1959) . 7.0 DAD 2a piss eee 0.3 3.8 SB i Ose 69 15:8 45 
196050 sats) vob cee oes 5 14,029 3 309 _ _ 8 14,338 7 1,299 15 15,637 
1961 . 1 4,288 3 1,301 1 375 5 5,964 24 8,340 29 14,304 
1962: . 8 738 16 2,664 3 639 27 4,041 10 1,660 37 5,701 
1963 . 9 8,734 6 1,397 1 216 16 10,347 22 7,703 38 18,050 
IS meen ceeree Son.” Oye 8 10,223 2 728 4 916 14 11,867 28 8,007 42 19,874 
Sub-total vaca 2) (eae 31 38,012 30 6,399 9 2,146 70 46,557 91 27,009 161 73,566 
% share to total (1960-1964) . 21.7 21.8 8.8 10.5 21.4 41 133 16.2 14.4 20.1 14.0 17.5 
1965: ca ae hele Sok Cees 17 31,104 14 2,081 5 1,955 36 35,140 ah 6,486 67 41,626 
1966 i.e sais - oh es 15 17,711 35 2,447 2 746 52 20,904 53 8,496 105 29,400 
1967 ae OS peace wel ats 19 15,726 77 15,957 13 7,005 109 38,688 108 18,455 217 57,143 - 
1968... Geass ecb Cee onc, 34,555 96 14,855 6 4,035 122 53,445 206 37,129 328 90,574 
ei oe a eg 8 lee Tee 8S! 27,882 79 17,642 6 36,697 116 82,221 91 27,551 207 109,772 
Sub-total. . . . . 102 126,978 301 52,982 32 50,438 435 230,398 489 98,117 924. 328,515 
% share to total (1965-1969) . = 71.3 72.8 88.5 87.2 76.2 95.8 82.9 80.0 77.4 73.0 80.2 78.0 
Grand total’ = «= 4143 °174,442" 340 60,753 42 52,634 525 287,829 632 134,431 1,152 421,193 
Percentage share of total foreign 
private investment . . .  — 414 — 14.4 — 125 — 68.3 — 31.77 — 100.0 


Source: Overseas Chinese and Foreign Investment Commission, Republic of China, Taiwan. 
* Includes investments of overseas Chinese investors from Hong Kong, Japan and “other” areas. 


> 1952 data for overseas Chinese investments not included. 
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Part One. Role of Foreign Private Investment 


Table [-4-4. China (Taiwan): 


Foreign loans from foreign business firms 


(in million dollars) 


Public enterprises 


Year 

Credit Debit 
1960: Set Deeee Soa 4.79 3.72 
LS em I 22.42 14.36 
19625. See ee le ees 7.80 10.61 
19635; Oe a eae 9.69 12331 
W964". 2 ee eee 7.47 10.05 
Sub-tomaltg/ 9 ae 52.17" 51.05 
T9653 O00 cae se Be 1172 8.24 
1966 = = - .F e 20.05 8.79 
LOG) Sr ee eee are 15.40 21.18 
Mesias was. 6.51 2.27 
T96SNZ) te ee eee _— 0.24 
Sub-total . 53.68 40.72 
Grand total 105.85 91.77 


Private sector 


Total 

Balance Credit Debit Balance 
Bi 07-2 1-65 6.68 14.97 16.04 
8.06 28.52 22.91 5.61 13.67 
= RI 5.43 17200) 11-580 1439 
—2.62 12.59 1575 ap 3.19 eel 
ns): 5.14 $21 P3107) pesos 
Te WERE: 70.59 2.74 3.86 
3.48 6.94 10.08  —3.14 0.34 
11.26 7.12 4.64 2.48 13.74 
5.79 42.53 6.51 36.02 30.24 
4.24 24.28 12.56 11.72 15.96 
—0.24 67.33 15.73 51.60 51.36 
12.96 148.20 49.52 98.62 111.64 
14.08 221.53 120.11 101.42 115.50 


Source: 
Bank of China. 


Notes: (1) Minus sign represents net outflow. 


(2) Includes only long-term foreign loans. 


Loans, particularly suppliers’ credits, have been 
an important feature of foreign investments in 
Taiwan. Table 1-4-4 presents the relevant data. The 
private sector has been the major recipient, though 
public enterprises have also received quite substantial 
amounts from foreign business firms. 


The data do not permit any assessment of the 
net effects of foreign private investments on the 
country’s economy. However, the following table 
1-4-5 brings together some of the available data on 
relative inflows and outflows over the period 1967- 
1969. The coverage is incomplete, nor can the 
categories be properly matched. Assuming, however, 
that investment service payments, reimbursement of 
loans, and royalties and licence fees cover the bulk 
of the outflows (there may be some double counting), 
and direct investments and foreign loans (credit 
entries only) cover the bulk of the inflows (again, 
there may be some double counting), the ratio of 
total outflows to total inflows over the period works 
out at about 42 per cent. 


As for over-all effects, it has been estimated that 
the contribution of foreign and overseas Chinese 
investment to current national income moved up from 
0.2 per cent in 1959 to 7.4 per cent in 1969. Over 
the period 1960-1967, foreign and overseas Chinese 
enterprises have contributed about 21 per cent of total 
exports, but the corresponding import-content of the 
output of these enterprises is not known. Generally 
speaking, the foreign and overseas Chinese enterprises 


Balance of payments statstics compiled by the Economic Research Department of the Central 


may pay higher wages. A recent survey, however, 
indicates that 62 per cent of the technical personnel 
and 80 per cent of the skilled workers in foreign 
enterprises have been drawn away from the labour 
forces of existing domestic units. This has had som 
tendency to discourage local entrepreneurs from train- 
ing their labour force. 


Table I-4-5. China (Taiwan): Inflows and outflow: 
on account of foreign investment, 1967, 


1968 and 1969 
(in million dollars) 


1967 1968 1969 Total 


Actual foreign and overseas 


. Chinese direct investment. 27.87 27.88 50.62 106.37 
Foreign loans from business firms: 
(a) Public enterprises 
Credit . 15.40 6.51 — 21.91 
Debit 21.18 2.27 0.24 23.69 
Net. = 3. 2 « —5.78 4.24 —0.24 —1.78 
(b) Private enterprises 
Credit . 42.53 24.28 67.33 134.14 
Debit wes 46519912556) @15 73a ae 
Nets) 0 wae 36.027 9115729 © S160 a oe 
Total loan credits . 57.93 30.79 67.33 156.05 


Investment service payments 6.02 9.74 9.99 25.75 
(principal + interest) 

Reimbursement of loans . 13.22. 21.51 

Royalty and licence fees. . 2.47 3.69 3.53 9.69 


Source: Overseas Chinese and Foreign Investment Commission, 
Republic of China, Taiwan. 
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Table 1-4-6. Indonesia: Approved foreign investment projects,* 
1967-1970 (June), by sector and country 
(in million dollars) 


Singapore 

Sector Total er Philippines Japan Gieade "| i laclapes ena Other 

SCOUT. tse ss RAs, Me! 9422.4 PRE 260.0 24.6 _ 28.0 48.5 31.6 
Pidntauous = i) S32. 2 BS 30.6 20.5 —_ 4.7 — — -- 5.4 
OMCs ya lwcule | is) aco sce 378.4 9.2 258.5 9.0 — 28.0 48.5 pA) 

1 CUTIE TE) acer oe 13.4 _ 15 10.9 = — -- 1.0 
MANOS M—CE ee # oo 3 hs es oe) 535.5 376.1 -— 75.9 76.5 _— _ 7.0 
Mamiactarinomey ms: yt 8?) so. | 205.6 55.2 0.5 45.4 0.8 26.9 = 76.8 
Bightandustry: 6) 4) <, os 78.1 7.4 a 6.6 0.8 22.4 — 40.9 
OST AS Ae oo 52.2 20.0 — 28.5 — _ — 3.7 
Chemical, pharmaceutical . . . 39.7 20.4 0.5 1.5 — 1 — 15.8 
Bateuninery. 6s se. 35.6 73 — 8.8 — 3.0 — 16.5 
RSSEEUCHON a sls is 21.2 ie 1.0 0.6 — Dil — 6.8 
Transport and communications. . . 8.2 6.4 — — — 0.5 _ 1.3 
Liat EA ke 7.8 0.8 _— 2.1 — 23 — 2.6 
SEE 6 oo eee alte 10,5 0.5 a — _— 0.4 — 9.6 
Qa a ete ol ee ee 6.2 2.1 = _ — _ 0.9 3.2 


LGiil: eon Ae Tee ae pein: dB 478.4 261.5 148.6 77.3 63.3 cet 138.8 


Share of cach country (%). . . . 100.0 39.3 21.5 12.2 6.4 5.2 4.1 11.4 

Sectoral distribution (°%) 
memeUlture tetees) syUithid-rehite me 34.7 6.2 99.4 16.6 44.3 98.2 22.8 
Biantanicnse ts MAY 25 4.3 — 3.2 — — — 3.9 
La ne a 31.1 LS: 98.8 6.1 _ 44.3 98.2 18.1 
Risheies my ls. Gre ML. | a 0.6 7.3 — — “= 0.7 
DIOS se se 44.0 78.6 _— 51.1 99.0 _ _ 5.0 
Manufacturing . . . ... - 16.9 11.5 0.2 30.6 1.0 42.6 — 55.3 
GR et cee Ws vel ey. ss 6.4 1.6 -- 44 1.0 354 — 29.4 
RPRRRCS MEOW de els) ai 6. 4.3 4.2 _ 19.2 — — -— 2.7 
Chemical, pharmaceutical . . . 3.3 4.3 0.2 1.0 — 2.4 — 11.4 
ODES erat vise sc bv yd 2.9 Le — ay -— 4.8 - 1:9 
GNSPICHOD Me am os) 8 137, 1.6 0.4 0.4 — 8.1 — 4.9 
Transport and communications. . . 0.7 13 _— _— — 0.8 — 0.9 
ik VOR eee 0.6 0.2 oa 1.4 = 3.6 as 1.9 
. Pinte eter eus Pes id o«. as) 1 0.9 0.1 — — a 0.6 — 6.9 
BAS) 0 - e ee 0.5 0.4 -- -- -- — 1.8 75 


Ot ee c ee  s | LUU.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 


Source: Foreign Investment Board, Statistical Data on Foreign Investment in Indonesia, July 1970. 
* Excluding petroleum sector and banks. 
Including other agriculture. 
© Mainly foodstuffs and other consumer goods. 
* Chiefly rubber, mineral, industrial chemical, metal products, machinery (incl. electrical) and transport equipment. 
® Including housing development and some recreational services constructions. 


f Listed as “infrastructure”, including general contracting, dredging, consultant engineering and an assembly plant for 
electrical transformers. 


* Excluding value of withdrawn projects. 
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Indonesia 


A revision of official policies toward foreign 
private capital has led, since 1967, to increasing 
capital inflows in Indonesia. Data are available 
only by approvals. There is some evidence to sug- 
gest that the pace of actual realization of proposed 
and approved investments has not been according to 
expectations. The Foreign Investment Board has 
estimated $160 million as the realized total of foreign 
investment over the period 1967 to August 1970. 
The annual rate of implementation of the “approvals” 
is generally 9 per cent of the total projected investment 
in an approved project, with a lower average (7 per 
cent) for the first year of any project. The rate of 
implementation is expected to increase with the 
restoration of normal infrastructure facilities and the 
development of the proposed industrial estates. 


Table 1-4-6 gives the classification of approved 
foreign investment projects, 1967-1970 (June) by 
sector and country of origin. Approved investments 
cover virtually the entire organized sector of agri- 
culture (plantations and forestry), mining, manu- 
facturing, and services. The United States is the 
chief investing country, followed by the Philippines, 
Japan and Canada. Substantial amounts of invest- 
ments have come from the Republic of Korea, 
Singapore and Malaysia. However, in the absence 
of detailed information regarding the subsidiaries of 
multinational companies investing in Indonesia, it is 
not possible to say how much of the capital from 
the Philippines, the Republic of Korea, Singapore 
and Malaysia ultimately originated from developed 
countries. 


An outstanding feature of foreign investment is 
its concentration in the rich raw material resources 
of Indonesia. About 75 per cent of total approved 
investments is in forestry and mining. Forests (31 
per cent of total investment) are of interest to the 
capital coming from the Philippines, Singapore, the 
Republic of Korea and some European countries, 
notably Italy. In mining (44 per cent of total 
investment) there seems to be keen competition among 
United States, Canadian and Japanese companies for 
copper, nickel, manganese and other minerals. Bauxite 
mining is also being investigated. 


A recent set of estimates regarding foreign 
investment approvals over the period 1967 to 1970 
(November) gives the following data on the size 
distribution of the non-oil investments (Table I-4-7). 
More than two-fifths of the total number of projects 
are in the smallest class. On the other hand, about 
one-fifth of the total number of firms in the largest 
class account for 84 per cent of total capital. The 
degree of concentration is considerable. 


Part One. Role of Foreign Private Investment 


Table I-4-7. Indonesia: Size distribution of approved 
foreign investment projects, 1967-1970 (November) 


Amount of 
Percentage capital Percentage 

Size class of total (million of total 

(amount of capital) Number number dollars) capital 

$ 24 million or more 65 20.6 1,101.17 84.1 
Between $1 million 

and $24 million . 118 37.5 158.32 120 

Less than $1 million . 132 41.9 50.21 3.8 

Total ise © ee 315 100.0 1,309.70 100.0 


Table 1-4-8 gives the number of projects, amount 
of capital and average capital per project by sectors. 
The mining projects seem to be altogether in a 
different category, their average size being several 
times greater than the next largest (forestry). Fore- 
stry, chemicals and textiles, in that order, have the 
next largest scales of investment per project. Table 
]-4-9 gives the shares of different ownership types in 
the total number of projects and in the total amount of 
capital approved. It appears that fully foreign-owned 
projects account for somewhat more than one-fourth 
of the total number of projects, but about one-third 
of the total capital. Mining contracts also relate to 
foreign applicants. The average amount of capital 
per project is noticeably larger in the fully foreign- 
owned enterprises (nearly $5 million) than in the 
joint enterprises (about $1.6 million). There are 
also interesting inter-country variations in the average 
investment per project, as shown in table I-4-10. 


Table J-4-8. Indonesia: Average size of approved 
foreign investment projects by sectors, 
1967-1970 (November) 


Average 

Amount of capital per 

capital project 

(million (million 

Sector Number dollars) dollars) 

Mining oe 9 535.50 59.50 
Manufacturing 


Basicundustry. 7. «so. « 33 50.40 1.53 
Lightindustry. . . . . 91 90.59 1.00 
Textileg fo ee ee 12 53.95 4.50 


Chemicals tee 3 es Z 43.24 6.18 

Pharmaceuticals . . . . 36 29.16 0.81 
Forestry are cee 48 381.35 7.94 
Fishery 3". 2-s9 oe sla 9 13.36 1.48 
Transport/communications .  . Z 8.17 1.17 
Trade? 7, ete ey ont Bes ere 10 7.75 0.78 
Real estate, construction, housing 

development . . .. . 16 30.34 1.90 
Infrastructure development ,_ . 12 7.12 0.59 
Hotel business . . . . . 5 10.49 2.10 
Estates, agrobusiness at ae 30 48.19 1.61 


Total «cei Ri 325 ~—-1,309.61 4.16 


Foreign Investment Board, Indonesia. 
* Includes crumb rubber projects. 


Source: 
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ble 1-4-9. Indonesia: Share of different ownership 
types in approved foreign investment, 
1967-1970 (November) 


Amount of 
Total Percentage capital Percentage 
number of total (million of total 


number dollars) capital 


ully foreign-owned . 86 27.3 432.90 33.1 
"int enterprise . . 220 69.8 341.30 26.1 
fining contracts. . 9 2.9 535.50 40.8 
prota gai; 315 100.0 1,309.70 100.0 


ource: Foreign Investment Board, Indonesia. 


ble I-4-10. Indonesia: Number of projects, amount 
of investment and average investment per 
approved project by country of origin, 
1967-1970 (November) 


Amount Average 
Country Number (million (million 
dollars) dollars) 


piles states!) sip (6 Fe. we 55 517.64 9.41 
Theol Oo) A ae 52 156.22 3.00 
GTROREEEE 6 ec. 2° 42 45.71 1.09 
PAPO ate, sels ss 25 39.08 1.56 
AS Sh) 2 i. ae 18 26.44 1.47 
ermany, Fed. Rep. of . . . 17 19.31 1.14 
ethedands . ./ A. « % 16 £5 Ba he 1.95 
Initd Kingdom . .. . 15 © 12.74 0.85 
ADP Ses (ea ee ee 13 261.50 20.12 
UST ae |S 11 8.25 0.75 
ey ED Se 10 12.86 1.29 
oP” Oa 8 4.56 0.57 
SCONE rs) seh. ys “i 13.39 1.91 
hailand . 6 6.10 1.02 
lenmark . 4 5.00 1.25 
orea, Rep. of 4 53.30 13.33 
anada 3 77.32 2o7 
anama 3 12.00 4.00 
NOL. a) oe ee 3s 4.23 1.41 
weden — ee 1 1.20 1.20 
SSCtie ss) ss 6 1 1.00 1.00 
Soy 2S 90, oan 1 0.64 0.64 

ataleneie yore. .6 BY 315 —-:1,309.64 4.16 


ource: Foreign Investment Board, Indonesia. 


The country’s vast wealth of oil and gas reserves 
» of key importance to the economy of Iran. Since 
‘estments in petroleum exploration and extraction 
- not included in promoted foreign private invest- 
ts,2 the sectoral distribution in table I-4-11 is 
eading. However, the amounts of investment in 
refining and petrochemicals, other chemicals, 


n 
7 
| 


ata since 1950 on direct investment flows, investment income, 
exports and imports related to the oil sector in Iran are easily 
lable in the IMF, Balance of Payments Yearbook, various volumes. 


mining, and metals and metal products indicate the 
important role of petroleum and other mineral 
resources in Iran’s economic development. While 
production of other chemicals has received a steady 
stream of medium-size investments since 1963, the 
promotion of local processing of oil and gas has 
shown dramatic results since 1966, with especially 
large investment volume in 1969/70. 


Since 1964/65, promoted direct investments have 
shown rapid growth and increased concentration in 
the manufacturing sectors. The absence of promoted 
investment in textiles and wood and paper products, 
plus the small amounts invested in food and beverages, 
transportation equipment, and electric and electronic 
equipment is significant. Evidently, import substitu- 
tion in consumer products is not the priority develop- 
ment strategy. 


Table I-4-12 demonstrates the striking domination 
by the United States and nine Western European 
countries of foreign investment in Iran (95.9 per cent 
of the 1956-1970 cumulation). The small role of 
Asian investors would appear to reflect the location 
of Iran at the extreme western edge of the ECAFE 
region and the emphasis placed on development of 
capital-intensive basic industries. 


Malaysia 


A recent study*® gives the sectoral classification 
of investment in fixed assets in Malaysia at the 
end of 1968 for limited companies, local and for- 
eign controlled, and branches of foreign companies 
(see table I-4-13). Figures of investment in fixed 
assets particularly underestimate the total capital 
operating in the financial and commercial sectors, 
which are of considerable magnitude and importance 
in an export economy like Malaysia’s. The weightage 
of the non-manufacturing sector would probably be 
higher than this table shows, but even going by the 
book value of fixed assets, the share of non-manu- 
facturing, though lower than the pre-war share, 
continues to be as high as nearly three-fourths of the 
total book value of fixed assets. Apparently, branches 
of foreign companies continue to show a marked 
preference for non-manufacturing investments: only 
4 per cent of their total book value is in the manu- 
facturing sector. About 70 per cent of tin mining 
was under foreign control in pre-war Malaya, and 
the share remains more than 60 per cent. More than 
80 per cent of the book value of fixed assets in 
“other mining” and about 75 per cent of that in 
rubber are under foreign control. It appears that 
foreign capital continues to occupy a dominant posi- 
tion in the corporate sector as a whole. 


3 Kanapathy, V., “Foreign Investment in Malaysia: Experience and 
Prospects”, UMBC Economic Review, vol. VI, No. 2, 1970. 


38 


Table I-4-11. 


Iran: 


Part One. 


Role 


investment inflows through September 1970 


(million rials) 


of Foreign Private Investment 


Sectoral distribution of promoted foreign private 


Cumulation 

Sector 1963/64 1964/65 1965/66 1966/67 1967/68 1968/69 1969/70 1956-1970 
Food and beverages . 3 0 50 2 7 19 32 140 
Rubber products . 2 0 52 376 256 70 502 118 1,571 
Oil refining and petrochemical . 0 0 0 164 60 97 2,107 2,426 
Other chemical and drugs 87 64 126 203 ° 204 223 274 1,253 
Metals and metal products . 15 18 28 95 66 128 283 723 
Electric and electronic 32 63 34 78 60 153 176 601 
Transportation equipment 19 5 19 17 35 86 77 337 
Total manufacturing 156 202 633 815 462 1,208 3,067 7,051 
Mining 64 27 146 113 159 274 103 1,113 
Construction . 37 40 29 0 47 38 64 586 
Hotels 0 0 0 0 0 50 30 80 
Other . 0 11 0 30 0 13 0 49 
Total for all sectors . 257 280 808 958 668 1,583 3,264 8,879 

Sectoral shares 

Food and beverages . 12% 0% 6.2% 0.2% NS 12% 1.0% 1.6% 
Rubber products . 4 0 18.6 46.5 26.7 10.5 31.7 3.6 17.7 
Oil refining and petrochemical , 0 0 0 17.1 9.0 6.1 64.5 27.3 
Other chemical and drugs 33.8 22.9 15.6 21.2 30.5 14.1 8.4 14.1 
Metals and metal products . 5.8 6.4 35 9.9 9.9 8.1 8.7 8.1 
Electric and electronic 12.5 22) 4.2 8.2 3.0 9.7 54 6.8 
Transportation equipment 7.4 1.8 23 1.8 5.2 5.4 2.4 3.8 
Total manufacturing 60.7 Dee 78.3 85.1 69.2 76.3 94.0 79.4 
Mining 24.9 9.6 18.1 11.8 23.8 17.3 3.1 12.5 
Construction . 14.4 14.3 3.6 0 7.0 2.4 2.0 6.6 
Hotels 0 0 0 0 0 3.2 0.9 0.9 
Other . 0 3.9 0 Bel 0 0.8 0 0.6 
Total for all sectors . 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 


Source: 


Center for the Attraction and Protection of Foreign Investments, Bank Markazi Iran. 


Table I-4-12. Iran: Promoted foreign private investment inflows 
by country of origin 
1968/69 1969/70 Cumulation 1956/1970 
Country 

million rls. per cent million rls. per cent million rls. per cent 
United Kingdom 855 54.1 2,696 82.7 5,615 63.3 
United States . at me 242 15.3 118 834 834 9.4 
Germany, Federal Republic of . 178 Ui2 125 3.8 577 6.5 
France: 0. ie oma ue 67 4.2 99 3.0 471 5.3 
Other Western Europe® . 198 12.5 76 2.3 1,010 11.4 
Other . 43 2.7 150 4.6 372 4.1 
Total 1,583 100.0 3,264 100.0 8,879 100.0 

Source: Center for the Attraction and Protection of Foreign Investments, Bank Markazi Iran. 


® Netherlands, Belgium, Switzerland, Italy, Denmark, and Sweden. 
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Table I-4-14. West Malaysia: 


Part One. Role of Foreign Private Investment 


“Pioneer” firms, called-up capital, 


by sector and country of origin 1962* 
(in million Malaysian dollars) 


‘United United Other 
Industry Total Domestic Singapore Kingdom» States Hong Kong foreign Other® 
Food:, beverages. i Sc is aes 18.3 0.3 9.1 5.0 1.6 — 0.5 1.8 
Textiles, garments aN em 4.0 — 1.2 — — 2.8 — — 
Woody furmittré c.f. Bee sa 0.3, —_— 0.3 — — — — — 
Paper; printing « = «oe ne ee 2.0 — —_— —_ —_ _— 2.0 —_— 
Leather, rubber . ee ee 12.0 — — 7.4 — — — 4.6 
Ghemitals. os. 3) os. 6 tage oils 16.2 3.3 1S7 6.0 — 1.4 Zo 1.5 
Petroleum Tae ee eh Se NS 30.6 0.4 0.1 _ —_ a 22.6 Se 
Minexall. S's: cy). eve ae 2.4 0.3 1.8 — — = 0.3 -- 
Metals, metal products . . . . . 5.7 0.6 3.0 0.2 —_— — 1.5 0.4 
Machinery, transport equipment . . 0.9 — 0.5 —_ _— _— 0.4 _ 
Electrical machinery, . . . . . 5.6 0.3 0.3 25 1.9 —_— 0.4 0.2 
Miscellaneous ee era ct cy: Pip os 1.0 0.6 0.1 —_ _ _ — 0.3 
Unidentified* tee. Ace aes ee — 7.2 1.6 —_— —_ _ — (—8.8) 
Total’ occ) “a. ap hng Sener ee 99.0 13.0 19.7 21.1 3.5 4.2 30.0 75 
Ownership shares (Y%) . 100.0 13.1 19.8 21.2 3.6 4.4 30.3 7.6 
Industry distribution (%) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Food, beverages . . . . «© - 18.6 ry 46.2 23.7 45.7 17 
Textiles, garments . . .. . 4.0 — 6.1 — — 66.7 — 
Wood, furniture san Yau 0.3 — 15 — — — — 
Paper; printing” <<, is a es 2.0 — — — — — 6.7 
Leather; rabber 5. <0 51; 12.1 —_— — 35.1 — — —_ 
Ghemicals) «2.2. ae es 16.5 25.4 8.6 28.4 — 33.3 7.7 
Petroleum: <. -<rct* x ge ee 30.9 =H | 0.5 — _ -= (pee 
Mineral see. ee saaise 7 Cas os 2.4 2.3 9.1 oa a _ 1.0 
Metals, metal product. . . . .~ 5.7 4.6 15.2 1.0 — — 5.0 
Machinery, transport equipment. . 0.9 — 2.6 —- oa a 1.3 
Electrical machinery . . . . . 5.5 25 15: 11.8 54.3 — 1.3 
Miscellaneous . . - «© «© « « 1.0 4.6 0.5 — -- —_— _ 
Unidentified") 6) v0) ues as = 55:4 8.1 — —_— _— — 
Source: Ministry of Commerce and Industry and Registrar of Companies, in Wheelwright, Industrialization in Malaysia 


(1965), pp. 47-54. 


Note: Minor discrepancies due to rounding. 


* June 1962, except for M$30 million in petroleum refining, October 1962. (Shell Company). 


» Includes Bahamas, M$5 million in foods. 
© Mainly residuals. 
* Unidentified by industry; included in other. 


In the manufacturing group ‘alone, one-half of 
the sectoral book value of fixed assets is accounted 
for by limited companies under local control. It is 
noteworthy, however, that manufacturing accounts for 
nearly 41 per cent of the fixed assets of the foreign- 
controlled companies, but only 30 per cent of the 
fixed assets of the locally-controlled companies. 


Supplementary information on the banking and 
insurance group shows that the share of total banking 
deposits held with foreign banks amounted to 63.6 
per cent at the end of 1969, 22 of the 38 commercial 
banks being foreign. Foreign-owned companies sup- 
ply (in value terms) well over 70 per cent of the 
manufactured goods in Malaysia. Of M$678 million 
of total company profits before tax in Malaysia 


in 1968, foreign companies accounted for M$455 
million.* 


Data for different industries of the manufacturing 
group are available for “pioneer” firms in West 
Malaysia alone. These data are available for two 
time points, 1962 and 1969, as presented in tables 
I-4-14 and I-4-15, but separate data are not available 
for Japanese investments in 1962. The largest share 
in 1962 was that of the unclassified “other foreign” 
category (30 per cent), followed by the United 


4 The data in this paragraph are taken from V. Kanapathy, op. cit., 
pp. 6-7. According to Reddaway, the post-tax profitability rate of 
United Kingdom investments in Malaysia was 18.8 per cent, as against 
8.2 per cent in India and 8.8 per cent on the average for the fifteen 
countries covered by him. See W. B. Reddaway, op. cit. 
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ingdom and Singapore. Some of the Singapore 
apital might have been British. In sectoral com- 
osition, petroleum led, followed by food and bever- 
ges, chemicals, and leather and rubber. Food and 
everages, leather and rubber, and petroleum together 
ccounted for more than 60 per cent of all investments 
1 “pioneer” firms, domestic and foreign in 1962; 
hemicals for another 16.5 per cent. 


The picture (table I-4-15) changes somewhat in 
969. The United Kingdom’s share has shrunk from 
1 per cent to 17 per cent, while the share of domestic 
apital has increased from 13 per cent to 38 per cent. 
he United States’ share of capital has gone up to 


Table I-4-15. West Malaysia: 


nearly 11 per cent from less than 4 per cent. Japan 
has emerged as a significant investor, while the shares 
of Singapore and Hong Kong have shown relatively 
little change. Among the various industries, textiles 
and basic metals have registered gains, but leather 
and rubber have registered noticeable declines. Food 
and beverages, and petroleum, together, continue to 
account for about 41 per cent of total investments 
in all “pioneer” firms in 1969, as against about 50 
per cent in 1962. The share of chemicals was 13.5 
per cent in 1969, against 16.5 per cent in 1962. 
Machinery and transport equipment have not yet 
become of significant importance in thé industrial 
structure of Malaysia. 


“Pioneer” firms, called-up capital, 1969* by sector 


(in million Malaysian dollars) 


Industry Total Domestic 

Food, beverages . 101.7 38.6 
Textiles, garments 45.5 26.2 
Wood, furniture . 23.4 20.5 
Paper, printing 6.1 4.1 
Leather, rubber . 21.9 6.0 
Chemicals 63.7 16.4 
Petroleum 92.8 17.8 
Mineral 19.7 6.6 
Metals, basic . 53.7 29.7 
Metal products ; 12.8 3.0 
Machinery, transport equipment 7.0 2.4 
Electrical machinery , 18.3 5.7 
Miscellaneous 4.9 4.0 
Total Ss 471.6 181.0 
Ownership shares (%) . 100.0 38.4 
Industry distribution (%) 100.0 100.0 
Food, beverages 21.6 21.3 
Textiles, garments 9.6 14.5 
Wood, furniture 5.0 11.3 
Paper, printing 1.3 PAS 
Leather, rubber 4.7 3.3 
Chemicals . 13.5 9.1 
Petroleum . 19.7 9.8 
Mineral 4.2 3.6 
Metals, basic 11.4 16.4 
Metal products 2.7 17, 
Machinery, transport equipment . 15 13 
Electrical machinery . 3.9 Biz 
Miscellaneous . 1.0 Ze 


United United 


Singapore Kingdom» States Japan Hong Kong Other 
25.4 12.6 4.0 8.1 9.9 3.1 
6.8 0.7 _ 3.5 6.5 1.8 
1.1 — —_ 0.4 — 1.4 
2.0 — — — —_ — 
SY! 12.2 — — — — 
8.7 234 _ 0.4 vis4 Wee 
12.9 22.7 39.2 _ 0.1 0.1 
6.7 1.8 _ 14 0.1 3a 
0.5 — BZ, 15.2 0.3 4.3 
8.2 a — 0.5 0.9 0.2 
2.4 1.1 1.1 _ _ _- 
Be 3.1 2.9 24 1.6 1.5 
0.5 0.1 — 0.3 — -— 
80.0 79.7 50.9 31.9 30.8 17.2 
17.0 16.9 10.8 6.7 6.6 3.6 
100.0 100.0 100.0 100.0 100.0 
31.8 15.8 7.9 25.4 32.1 
8.5 0.9 — 11.0 PRIA 
1.4 — _ 1.3 — 
2.3 — - a - 
4.6 15.3 — — _ 
10.9 31.9 — 0.3 37.0 
16.1 28.5 77.0 _ 0.3 
8.4 2.3 — ia 0.3 
0.6 _ 7.3 47.7 1.0 
10.2 _— _— 1.6 29 
3.0 1.4 he) _ — 
1.4 3:9 5.7 75 5.2 
0.6 0.1 _ 0.9 = 


Source: Federal Industrial Development Authority. 


Note: Minor discrepancies due to rounding. 


* At 31 December 1969. 
> Includes Bahamas, M$7 million in foods. 
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Part One. Role of Foreign Private Investment 


Pakistan 


While the annual flows of foreign private invest- 
ment into Pakistan did not grow during the period 
1964 through 1968,° there was a marked shift from 
the primary and tertiary sectors toward manufacturing 
projects, which absorbed five-sixths of 1968 invest- 
ment, compared with one-third at the beginning of 
the period( table I-4-16). Unfortunately, data were 
not available on the division of investments between 
the various manufacturing sectors, so the full signi- 
ficance of the shift is not clear. However, the over-all 
decline in flows to commerce (which includes banking, 
insurance and trading) and transportation, storage 
and communication would indicate a reduced role 
for foreign private investors in infrastructure services. 
Since processing of agricultural, forestry and fishery 
products is included in the agriculture sector, which 
received a decreasing share after 1965, it is also 
possible to infer that some shift in foreign investment 
has occurred toward heavier industries. With regard 
to the over-all importance of foreign private capital 
in the Pakistan economy, it has been estimated that 
the proportion of total corporate business owned by 
foreigners fell from about 30 per cent in 1962 to 
about 15 per cent in 1967.® 


The United Kingdom has been the largest source 
of private capital for Pakistan, although its share of 
foreign investment fell from 50 per cent in 1960 to 
36 per cent in 1967, when the United States share 
was 17 per cent. Other important sources of private 
capital have included the Federal Republic of Ger- 
many, Japan, France, Switzerland and India. Annual 
inflows by countries are shown in table J-4-17. 


5 Inflows had reached a historic high in 1964. 
§ Chaudhry, Shahid Amjad, “Private Foreign Investment in Pakis- 
tan”, Pakistan Development Review, Spring 1970, p. 101. 


Table I-4-16. Pakistan: 


including reinvested . earnings 


Value (million dollars) 


Sectoral distribution of foreign private investment inflows, 


United Kingdom investments declined between 1964 
and 1968, but there were only small fluctuations in 
the intervening years. On the other hand, both United 
States and “other” countries’ investments fell sharply 
in 1965 and 1966, but then recovered to levels in 
1968 higher than four years before. Even though 
the data cover a very short period, these diverse 
patterns would appear to reflect a large volume of 
reinvestment by established British enterprises. 


Reinvested earnings fluctuated between 22.6 per 
cent and 45.5 per cent of total inflows from 1964 
to 1968. Table J-4-18 displays the average composi- 
tions of foreign private capital flows to, Pakistan for 
three-year periods, 1960-1968. Actual transfers of 
foreign exchange declined from 20 per cent in 1960- 
1962 to 10 per cent in 1966-1968, while direct exports 
of capital goods by the investor increased from 33 per 
cent to 56 per cent. These trends, if valid in other 
countries, would indicate an increasing connexion 
between export promotion and foreign investment. 
While remittances by foreign investment enterprises 
for royalties, trade marks and technical fees were 
sharply curtailed in 1965 and recovered only slowly, 
dividend remittances increased sharply over the 
period, as recorded in table I-4-17. Outflows of these 
two types of remittances exceeded actual foreign 
capital inflows each year. The net outflow related to 
foreign investment was especially large in 1966 and 
1967, but was improved in 1968. It should be em- 
phasized that a simple comparison of the net balance 
of payments effects of foreign private investment may 
be quite misleading. Evaluation of the secondary 
effects on export promotion, import substitution, and 
changes generated by the demonstration effects of 
foreign investment is needed before the value of 
foreign investments can be judged. 


Shares (per cent) 


Sector 1964 1965 


Agriculture 1.0 2.5 
Mining 2a V2 
Manufacturing 9.3 6.6 
Construction . UA 1.2 
Transportation, storage and 

communication Sess meee atone 2.4 Spl 
Commerce 4.7 15 
Other . 0.1 0.1 
Total for all sectors . 28.1 18.2 


Source: 
issues. 


1966 


1.0 
Ue 
6.3 
—0.3 


0.1 
Sek 
0 
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State Bank of Pakistan, Foreign Liabilities and Assets and Private Foreign Investments in Pakistan, 1964-66, 1966-68 


1968 


1967 1968 1964 1965 1966 1967 

0.2 0.2 3.6 13.7 8.9 1.3 0.8 
1.7 1.7 9.6 6.6 7 11.5 6.8 
8.80) 20.00 5 Soa 36.3 55.8 59.9 83.6 
1.1 04? $284 6.6 —2.7 2S 1.6 
0.1 0.1 8.5 28.0 0.9 0.7 0.4 
1.2 1.6 16.7 8.2 27.4 8.2 6.4 
1.6 0.1 0.4 0.6 0 10.9 0.4 
14.7. 25.0 100.0 100.0 100.0 100.0 100.0 


. 
; 
: 
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Foreign private investment inflows by country 


of origin and related outflows by type 


Value (million dollars) 


Shares (per cent) 


1964 1965 1966 1967 1968 1964 1965 1966 1967 1968 
Inflows: 
United Kingdom . 11.4 10.0 8.1 8.5 6.3 40.6 55.0 72.3 58.2 25.3 
United States . 9.3 a5 0.9 0.7 10.6 Sauk 19.2 8.0 4.8 42.6 
Other 7.4 4.7 2.2 5.4 8.0 26.3 25.8 19.7 37.0 32.1 
Total 28.1 18.2 11.2 14.6 24.9 100.0 100.0 100.0 100.0 100.0 
Less reinvested earnings 7.7 5.5 5a oie) 6.9 27.4 30.2 45.5 22.6 Qi7 
Actual inflows 20.4 12.7 6.1 11.3 18.0 72.6 69.8 54.5 77.4 25 
Outflows: 
Dividend remittances , “Fe 6.4 6.8 10.2 11.9 112 29.8 43.6 49.5 54.8 50.7 
Payments for royalties, trademarks 
technical fees* . 15.1 8.8 10.4 9.8 10.9 70.2 56.4 50.5 45.2 49.3 
Total outflows of earnings (excluding 
interest remittances) 21.5 15.6 20.6 21.7 22.1 100.0 100.0 100.0 100.0 100.0 


Sources: 
State Bank of Pakistan. 


Department of Investment Promotion and Supplies; 


* Remittances made by foreign investment enterprises. 


Table 1-4-18. Pakistan: Composition of foreign 


private investment 


(average annual shares in percentage) 


1960- 1963- 1966- 1960- 

Composition 1962 1965 1968 1968 

Foreign exchange brought in 20 17 10 16 
Capital equipment broughtin 33 53 56 47 
Reinvested earnings . 47 30 34 37 
Total 100 100 100 100 

Source; State Bank of Pakistan, Foreign Liabilities and Assets 


and Private Foreign Investments in Pakistan, various 
issues. 


he Philippines 


In contrast with other countries, detailed data 
re available from the Philippines on foreign invest- 
1ents in the primary and tertiary sectors, but not 
or the distribution among different types of manufac- 
iring. Table I-4-19 presents the country sources and 
ectoral distribution of non-financial corporate capital 
a the Philippines as of 1965. Almost one-third of 
ne stock of capital was foreign owned, with foreign 
apital especially important in manufacturing, com- 
aerce and public utilities. About 70 of the 100 
argest corporations are said to be foreign-owned. 
mong foreign investors United States firms clearly 
ominated with 67 per cent of foreign capital, or 21 
er cent of total Philippines non-financial corporate 
apital, reflecting the 70 year old special relationship 
etween the two countries, which has been continued 

ce Philippine independence under the Bell Act and 

Laurel-Langley Agreement. Japanese investment 

s been comparatively small in the Philippines be- 


——-- 
ain 


cause the treaty of commerce and navigation between 
the two countries has not yet been ratified. 


The Investment Incentives Act of 1967 has re- 
quired that all enterprises in non-pioneering industries 
must be controlled by Filipinos to the extent of 60 
per cent of the voting stock. Pioneering industries, 
which require heavy capital investment and modern 
technology, can be established with up to 100 per 
cent foreign ownership. However, after ten years 
steps must be initiated to reduce foreign equity in 
such industries, with 60 per cent Filipino ownership 
required by the twentieth year (this time limit may 
be extended to a maximum of forty years by the 
Board of Investment). Since enactment of this 
legislation, the inflow of foreign capital has been 
small, as shown in table [-4-20. Annual average 
inflows of new foreign investment fell to 9.5 million 
pesos, or 2.3 per cent of total new investment, during 
1967-1969, compared with an annual average of 18.9 
million pesos, or 5.4 per cent of the total, from 1962 
through 1966. The United States continued to pre- 
dominate, with 45 per cent of foreign investment 
during 1967-1969, but this was only 1.0 per cent of 
the total new investment in the period. Furthermore, 
only 14 per cent of recent United States investment 
went to the manufacturing sector, compared with 52 
per cent of the United States capital outstanding in 
1965. Filipino investment in manufacturing fell off 
somewhat less, to 17.5 per cent in 1967-1969. In 
comparison, almost 35 per cent of other foreign 
investment was allocated to manufacturing. The 
nature of, and reason for, the large United States 
investment in real estate since 1967 is not clear, but 
may be related to the scheduled termination in 1974 


Part One. Role of Foreign Private Investment 


Table J-4-19. Philippines: Distribution of total non-financial corporate equity 
and long-term debt by sector and country of ownership, 1965 


(in million pesos) 


Total United United 

Sector ,. Grand total Filipino® foreign States Kingdom Spain Other 
Agriculture, forestry, fishery. . . . 275 232 43 35 _— 6 2 
Mining er. et game rece” Se sam 657 373 284 169 17 5 93 
Manufacturing Lar iP Raph e Aaeeete 3,792 2,500 1,292 958 +e} 84 173 
Gohstruction 9.6 ae sos) siya aets 93 The 18 18 _— — — 
Real éstate, <5, aise Guaenar SL 526 502 24 18 3 1 2 
Utility, transportation. . . . . . 1,597 2% 969 428 203 3 13 209 
Cominercesiee.) 60) ie oe aeeere gn one 1,008 524 484 346 59 12 67 
Otherservices".) 2 Pe 810 663 147 85 1 60 1 
INE GleraN Ae OO a 6. Of GS 8,558 5,838 2,720 1,832 160 181 547 
Sharev.All sectors: 0 0h sau is Obes 100% 68.2% 31.8% 21.4% 1.9% 21% 6.4% 
Share:Foreign) ce as) 6 Sn spe —_— — 100 67.3 Dw. 6.7 20.1 
Share: Manufacturing . . .. - 100 65.9 34.1 25.3 2.0 2.2 4.6 

Sectoral shares 

Agriculture, forestry and fishery, . . 3245 4.0% 1.6% 19% —% 3.39% 0.4% 
Minitis4 dies. cae: Fees 7.7 6.4 10.4 9.2 10.6 2.8 17.0 
Manufactiring,) 20 co. sc 0 fe esr: 443 42.8 475 mys 48.1 46.4 31.6 
Construction’ [<a aun Cs, i fel 1.3 0.7 1.0 —_— —_ _ 
Real estate 1) es ac) 7s Le aes Semen s 6.1 8.6 0.9 1.0 ) 0.6 0.4 
Utility, transportation. . . . . . 16.3 16.6 15:7 11.1 1.9 (4 38.2 
Commerce S Se, Wee eee 11.8 9.0 17.8 18.9 36.9 6.6 12.2 
Others: servicesix, 2) npc.) Pet) ee eae 9.5 11.3 5.4 4.6 0.6 33.1 0.2 
All'séctorsizn « fetene eee, see 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 


Source: Based on Poblador, Niceto S., “Foreign Investment in the Major Non-financial Corporate Sector of the Philippines, 
1964 and 1965”, School of Economics, University of the Philippines, discussion paper No. 69-23, appendix tables. 
* Including Chinese residing in the Philippines. 


Table I-4-20. Philippines: Annual average investment flows 
to newly-registered non-financial businesses by sector 
and country of ownership, 1967-1969 
(in million pesos) 


Total United 

Sector Grand total Filipino® foreign States Other 
Agriculture, forestry, fishery . 29.3 28.9 0.4 0.2 0.2 
Mining pee oa Sats Bes 14.8 14.3 0.5 0.4 0.1 
Manufacturing . .. . 72.0 69.6 2.4 0.6 1.8 
Construction | 3.0%. 5>s 5) « 19.6 19.2 0.4 0.3 0.1 
Realtesiate aus sass 51.8 50.1 1.7 1.6 0.1 
Utility, transportation. . . 30.8 30.6 0.2 0.1 0.1 
Commences) Pann 9 ee. 140.5 137.3% hv 0.7 2.5 
Other services. . - . . 48.3 47.6 0.7 0.4 0.3 
All SCCtOrS: sma cmeemn. im cule 407.1 397.6 9.5 4.3 Dae 
Share: All sectors. . . . 100% 97.7% Dag 1.0% 1 We 
Share: Foreign . . . . _ _— 100 45.3 54.7 
Share: Manufacturing . . 100 96.7 33 0.8 7) 

Sectoral shares 

Agriculture, forestry, fishery . y thes rake. 4.2% 4.6% 3.9% 
Mining aon ates oan cies 3.6 3.6 ba 9.3 ie) 
Manufacturing . .. . Wav 17.5 25.3 14.0 34.6 
Consttickon soe S 4.8 4.8 4.2 7.0 1.9 
Real estates. ONG 6 12.7 12.6 17.9 37.2 19 
Utility, transportation. . . 7.6 1a 2.1 2.3 1.9 
Commerce ee 34,5 34.5 33.7 16.3 48.1 
Other services. . . . . 11.9 12.0 7.4 9.3 5.8 
All sectors: Sinehs' 100.0% 100.0% 100.0% 100.0% 100.0% 


Source: Based on Virata, Cesar, “Foreign Investments by Advanced Countries in the 
Philippines”, paper presented to Third Pacific Trade and Development Confer- 
ence, Sydney, August 1970. 
* Includes Chinese residing in the Philippines. 
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Part One. 


Role of Foreign Private Investment 


of the privileged status accorded to Americans under 
the Laurel-Langley Agreement. It should be empha- 
- sized that three years is not a long enough period 
to evaluate the long-run effects of the new foreign 
investment regulations. Nevertheless, the apparent 
initial dampening effect of the Investment Incentive 
Act on foreign capital inflows would appear to be 
indicative of the delicacy with which this type of 
regulation must be approached. 


Republic of Korea 


In the Republic of Korea, at the end of October 
1970, there were 230 projects on the active list for 
approval, amounting to $183 million. Of these, 37 
cases with a total investment of $32 million were 
wholly foreign owned. United States investment was 
involved in 86 cases amounting to $116 million, and 
Japanese investment in 84 cases amounting to $29 
million. Thus, United States investments amount to 
37.4 per cent of the total number of projects and 
63.2 per cent of the total value of investment. The 
corresponding Japanese shares are 36.5 per cent and 
16 per cent, indicating the relative smallness of the 
Japanese projects. However, it is not clear how 
foreign “investment” is defined in these data.’ 


7 These data are taken from Yoonsae Yang, Foreign Investment in 
Korea, Office of Investment Promotion, Seoul, 1970. From the con- 
text it appears that total foreign “investment” consists of equity shares 
and long-term loans (“Equity Type B”). As of the end of 1969, 
Korean residents in Japan had invested $21.3 million in 37 projects 
(reported in Korean Business Review, March 1970). 


The characteristic feature of foreign investments 
in the Republic of Korea is the preponderance of loan 
capital. Table I-4-21 gives the analysis of foreign 
investments by type and country of origin over the 
period 1959/1962 to 1970. The United States and 
Japan predominate, in that order, in all the three 
categories. Commercial loans account for more than 
60 per cent of all foreign investments, public or 
private. These loans seem to have carried rather easy 
terms, as the low magnitude of investment income 
payments suggests. It is possible, however, that the 
return flows have just started, which is likely in view 
of the fact that the rate of acceleration in the return 
flows has been rather high. 


As for direct investments,® the data collected in 
the course of the present survey (table I-4-22) shows 
that United States affiliates account for 65 per cent 
of total foreign direct investments, followed by 
Japanese affiliates whose share is about 27 per cent. 
The 50-100 per cent ownership category accounts for 
70 per cent of all direct investments. 


Among the various categories of private loan 
capital, export credits predominate. The total export 
credits of more than three-year duration disbursed 
as of 30 September 1970 are distributed as follows 
among the various countries (table [-4-23). 


® The country sources have included the 0-25 per cent foreiga- 
owned firms in the category of direct investment. 


Table 1-4-22. Republic of Korea: Direct foreign investments classified by country sources 
and type of control, as at the year ending 31 October 1970 
(in thousand dollars) 
Type of control 
100% foreign-owned 50-100% foreign-owned 25-50% foreign-owned 0-25% foreign-owned Total 

% share to % share to % share to % share to % share to 

Country Amount total Amount total Amount total Amount total Amount total 

Oh! Se eee 

Japan . 6,462 132 32,736 66.9 9,608 19.7 100 0.2 48,906 100.0 
(20.2) (25.4) (51.1) (2.7) (26.7) 

United States . 25,464 21.8 87,049 74.4 4,324 3.7 148 0.1 116,985 100.0 
(79.8) (67.6) (23.0) (4.0) (63.8) 

United Kingdom -- _ 60 100.0 = = = I 60 100.0 
(0.05) (0.1) 

Other Western Europe® . — — 6,741 93.6 416 5.8 44 0.6 7,201 100.0 
(5.2) (2.2) (1.2) (3.9) 

Other ECAFE? — — 200 10.7 1,663 89.3 —_ _ 1,863 100.0 
(0.2) (8.8) (1.0) 

Other -— — 2,050 24.8 2,802 34.0 3,400° 41.2 8,252 100.0 
(1.6) (14.9) (92.1) (4.5) 

Total . 31,926 17.4 128,836 70.3 18,813 10.3 3,692 2.0 183,267 100.0 
(100.0) (100.0) (100.0) (100.0) (100.0) 


Source: Office of Investment Promotion, Republic of Korea. 
Note: 
* Federal Republic of Germany, Italy, Netherlands. 
» Hong Kong, China (Taiwan). 
© Panama, IFC. 


ee 


Figures in parenthesis are the percentage shares of the vertical totals. 
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Table 1-4-23. Republic of Korea: Export credits of 
more than three-year duration by source, 
as of 30 September 1970 


Amount Percentage 


Source country (million dollars) share of total 


Me statentn ees sts ss 514.1 29.4 
US ee ae 397.5 22.7 
United Kingdom . ... . 156.6 9.0 
Germany, Federal Republic of . . 196.9 11.3 
DO 2 Ee 209.9 12.0 
UES jot 86.0 4.9 
OMesetanC ses ree sss 20.0 1.2 
et OS Aad A 166.6 95 

OEE Ss fe, | 1,748.2 100.0 


The United States and Japan together account for 52 
per cent of all export credits to the Republic of 
Korea, followed by France, the Federal Republic of 
Germany and the United Kingdom, in that order, 
which together account for about one-third of the 
total. 


A relatively comprehensive sectoral breakup of 
the direct investments is available for the Republic 
of Korea. Table I-4-24 gives the data by sectors 
and country of origin. About one-third of all foreign 
direct investments are in the non-manufacturing 
sectors, of which somewhat less than two-thirds is 
accounted for by oil and gas, almost entirely under 
United States affiliates. More than two-fifths of all 
direct investments are in two categories of manufac- 
turing: chemicals and drugs, and electrical machinery 
and equipment. Those two sectors account for nearly 
33 per cent of all Japanese, and 45 per cent of all 
United States direct investments. Japanese invest- 
ments are substantial also in textiles and apparel 
(66.2 per cent of all foreign investments in this 
industry) and in metals (99 per cent). On the other 
hand, United States investments predominate in 
electrical machinery and equipment (67 per cent of 
all foreign investments in this industry). Of total 
foreign direct investment in the manufacturing sector, 
about one-third is Japanese and one-half United States. 


In the absence of data on other related indicators, 
it is difficult to assess the implications of such sectoral 
composition for technology transfer. About 15 per 
cent of the total exports of the Republic of Korea 
came from foreign direct investment enterprises in 
1969. Without data on the import content of the 
output of foreign investment enterprises, it is not 
possible to assess the net effect on the balance of 
payments. 


Singapore 


Some data are available for Singapore for the 
year 1966. The performance of “pioneer” firms 
reflected in these data largely represents the situation 
obtaining in these firms as a result of their evolution 
prior to the separation of Singapore and Malaysia. 


Table I-4-25 gives values of raw materials used 
(both imported and local), value added, and classi- 
fication of sales by destination. It is noteworthy 
that: (a) the percentage share of imported raw 
materials was 91 per cent for “pioneer” firms with 
foreign participation, and 61 per cent for firms totally 
Singapore-owned; (b) value added locally per unit 
of materials imported was about 0.31 for the firms 
with foreign participation, and 1.0 for firms totally 
Singapore-owned; and (c) the ratio of the value of 
imported raw materials to total exports was about 
2.1 for firms with foreign participation, and 0.7 for 
firms totally Singapore-owned. 


Though imports here include imports from 
Malaysia (as do exports), it would appear that 
“pioneer” firms with foreign participation operating 
in Singapore in 1966 did not have a favourable 
impact on the balance of payments to the extent that 
these firms generally were importing much more than 
they were exporting. In particular, the fully Singa- 
pore-owned firms seem to have had a better impact 
on the balance of payments. The study? from which 
the above table is derived gives an analysis of foreign 
investments in Singapore till 1966. Not much can 
be added. Since then, however, another set of data 
has become available on the sectoral composition of 
the outstanding foreign share capital in “pioneer” 
firms as of 31 December 1967. These data are 
presented in table I-4-26. 


Basic metals and engineering, petroleum and 
petroleum products, and food and beverages, in that 
order, followed by textiles, chemicals, and rubber and 
leather, account for the largest shares of total foreign 
and local investments. Taken separately, they are 
broadly similar, except that petroleum and rubber 
account for larger shares of foreign investments than 
of local investments; the ratio of foreign investments 
to local investments is also noticeably higher in these 
two sectors (85.1 per cent and 85.5 per cent respec- 
tively). The over-all ratio of foreign investments to 
local investments is 50 per cent. 


® Helen Hughes and You Poh Seng, ed., Foreign Investment and 
Industrialization in Singapore (Australian National University Press. 
Canberra, 1969). 
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Direct foreign investments by sectors and sources, 


outstanding at the year end 31 October 1970 
(in thousand dollars) 
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Table I-4-24. Republic of Korea: 
sy 
ene oe me Japan United States 
Sector % share % share 
Amount tototal Amount to total 
Manufacturing: 
Food and beverages . . . 279 0.6 1,203 1.0 
(18.3) (78.7) 
Textiles and apparel 12,633 25.8 4,716 - 4.0 
(66.2) (24.7) 
Wood and pulp products. . —- — 1,283 1.1 
(100.0) 
Chemicals and drugs . 3,055 6.3 25,962 22.2 
(8.2) (69.4) 
Metals . 8,728 17.9 _ _— 
(99.0) 
Electrical machinery and 12,835 26.2 26,430. 22.6 
equipment (32.7) (67.3) 
Transport equipment. . . 289 0.6 750 0.6 
(27.8) (72.2) 
Other machinery . 3773 ey 1,851 1.6 
(64.1) (31.4) 
Other manufacturing . 2,338 4.8 2,559 2.2 
(25.9) (28.3) 
Sub-total . 43,930 89.9 64,754 55.3 
(35.6) (52.5) 
Non-manufacturing: 
Agriculture << os o = 197 0.4 517 0.5 
(24.1) (63.4) 
Forestry and fishery . . . 612 12 — _— 
(94.2) 
Oiliandigas- 290s). ed i -- — 36,282 31.0 
(99.7) 
Mining « eke wales 312 0.6 — -- 
(100.0) 
Banking and other financial. _— — 1,700 1.5 
(46.9) 
Commerce: Wholesale and retail — — — — 
Other non-manufacturing 3,855 12135732 11.7 
(21.3) (75.9) 
Sub-total . 4,976 10.1 52,231 44.7 
(8.3) (87.2) 
Grand total 48,906 100.0 116,985 100.0 
(26.7) (63.9) 
Source: Office of Investment Promotion, Republic of Korea. 


Note: 


Total investments per establishment are highest 
in petroleum and rubber, being $2,792,600 and 
$1,270,200 respectively, as against an over-all average 
of $468,400 only. The continued preference of 
foreign capital for the natural resource-based and 
light consumer goods sectors is apparent, and seems 
to be “leading” the preference pattern of local capital 


Other W. European Other ECAFE 
countries countries Other countries Total 

% share % share % share % share 
Amount tototal Amount tototal Amount tototal Amount to total 

a gh Bey ope 46 0.6 1,528 0.8 
(3.0) (100.0) 

35 0.5 1,400 75.2 307 357) 119.091 364 
* (0.2) (7.3) (1.6) (100.0) 

— os _ —- -- — 1,283 0.7 
(100.0) 

6,969 96.8 -— _— 1,400 17.0 37,386 20.4 
(18.7) (3.7) (100.0) 

89 1 —_— _— —_ _— 8,817 4.8 
(1.0) (100.0) 

Sages =e Sie Wr 3026s 
(100.0) 

= = . — — — 1,039 0.6 
(100.0) 

= _ 263 = 14.1 _ _ 5,887 ag 
(4.5) (100.0) 

—_ aoe —_ _ 4,134 50.1 9,031 4.9 
(45.8) (100.0) 

7,093. 98.5 1,663 89.3 5,887, & 71-4 1235327 673 
(5.8) (1.3) (4.8) (100.0) 

_— - ce _— 102 1.2 816 0.4 
(12.5) (100.0) 

— —_ — _ 38 0.5 650 0.3 
(5.8) (100.0) 

108 1.5 — — —_ — 36,390 19.8 
(0.3) (100.0) 

— —_— _ _ _ _ 312 0.2 
(100.0) 

— —_ _ _ LAY 40 a oe RS 3,625 2.0 
(53.1) (100.0) 

—_ a 200 10.7 300 3.6 18,087 10.0 
(1.1) (1.7) (100.0) 

108 1.5 200 =10.7 2,365 28.6 59,880 32.7 
(0.2) (0.3) (4.0) (100.0) 

7,201 100.0 1,863 100.0 8,252 100.0 183,207 100.0 
(3.9) (1.0) (4.5 (100.0) 


Figures in parenthesis are the percentage shares of the horizontal totals. 


too, although the natural resource base of Singapore 
is very limited. These sectors would depend, very 
largely, on raw material imports from Malaysia and 
Indonesia. The relative imports and exports of firms 
with foreign participation have a particularly signi- 
ficant role in an economy such as that of Singapore 
because of the country’s limited resource base. 
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Table J-4-26. Singapore: The stock of direct foreign investment* in “pioneer” enterprises 
by industry sector,” at 31 December 1967 


h Foreign ; Total ' Foreign 
investment investment investment 
per per as Sectoral percentage shares 
No. of Foreign Local Total establish- establish- percentage 
Indusiry establish- investment investment investment ment ment of local Foreign Local Total 
ments ($'000) (§'000) (3'000) ($'000) ($'000) investment investment investment investment 
Food and beverages. . . - 29 4,213 12,329 16,542 145.28 570.41 34.2 115 16.9 15.1 
Textiles and garments . . . 32 2,635 6,935 9,570 82.34 299.06 38.0 (fe o> 8.7 
Wood and paper products . . 11 1,001 4,079 5,080 91.00 461.82 24.5 Pah 5.6 4.6 
Rubber and leather products. 6 3,513 4,108 7,621 .585.50 1,270.17 85.5 9.6 5.6 7.0 
Chemical and chemical products 38 2,872 5,528 8,400 75.58 221.05 S19 yf) 7.6 Tei, 
Petroleum and petroleum products 8 10,272 12,069 22,341 1,284.00 2,792.63 85.1 28.1 16.5 20.4 
Non-metallic mineral products . 10 1,173 2,866 4,039 117.30 403.90 40.9 32 32) cj / 
Basic metals and engineering . 48 7,571 17,012 24,583 157.73 512.14 44.5 20.7 23.3 22.4 
Blectrical: products) <1) )s. 18 1,741 4,070 5,811 96.72 322.83 42.8 4.8 5.6 Be 
Plastic ‘products. < say. ba 11 282 1,045 1,327 25.64 120.64 27.0 0.8 1.4 1.2 
Miscellaneouss . . . . . 23 1,263 3,024 4,287 54.91 186.39 41.8 3.5 4.1 39 
DOA «os ee ae 234 36,535 73,065 109,600 156.13 468.38 50.0 100.0 100.0 100.0 


Source: Derived from data obtained’*from Economic Development Board, Annual Report 1967, p. 82 as cited in Helen Hughes, ““The Assess- 
ment of Policies Towards Foreign Investment in the Asian-Pacific Region”, Third Pacific Trade and Development Conference, 
University of New South Wales, Sydney, August 1970. 


* Paid-up capital in Singapore dollars. 
Includes enterprises in production and in course of construction. 


© Tourist enterprises are included under “miscellaneous”. 


Thailand recent survey undertaken by the Japanese Chamber 
of Commerce in Thailand’? has contributed data or 
the trend of Japanese investments between 1966-1966 
shown in table [-4-28. While total paid-up share 
capital in Japanese affiliates in Thailand doublec 
between 1966 and 1969, the capital of 100 per cen 
Japanese-owned firms registered a significant decline 


The data collected for Thailand represent capi- 
tal of registered firms, but exclude branches of 
foreign firms. Over the period 1959-1969, United 
States direct investment firms (with 25 per cent or 
more of equity held in the United States) accounted 


: . ‘ i ti t : . 
for about 26 per cent and Japanese direct investment Although the share of Japaneie! ownership aan 
firms accounted for about 37 per cent of total re- 


; 3 AY Bike : ; total paid-up capital of Japanese subsidiaries was a: 
gistered foreign capital in direct investment enterprises hich 71 {1 in 1969 fea . ; 
(table I-4-27). igh as per cent’? in 1969, a tendency towart 

reduction of that share is indicated by the fact tha 
it had declined from 75 per cent in 1966. It is 
noteworthy also that the Japanese share is highe 
in the foodstuff industry than in more technology 
intensive industries, such as automobiles or metals 
although a higher level of technology transfer migh! 
imply a relatively larger amount of capital transfer 
and vice versa. It is possible, however, that relative 
profitability expectations are such that more loca 
capital is forthcoming for investment in automobile 
and metals than in food-stuffs. Table 1-4-28 als 
gives the sectoral composition of Japanese investmen 
Textiles account for 55 per cent of all investmen' 
The share of textiles and food-stuffs, together, 
nearly three-fifths of all Japanese investments. 


The table also reveals interesting variations be- 
tween countries as regards the type of control. Thus, 
while Japanese direct investment firms accounted for 
37 per cent of the total registered capital of direct 
investment firms, they controlled nearly three-quarters 
of all such registered capital in 100 per cent foreign- 
owned subsidiaries. The comparable United States 
share is about one-tenth. Japanese investors seem to 
have preferred 100 per cent control more than the 
investors from other areas. However, the general 
concentration of investment from all countries is in 
the 50-100 per cent foreign-owned category which 
accounts for three-quarters of all registered capital 
in foreign direct investment firms. 


10 See The Investor, Bangkok, August 1970, pp. 816-817. 
There seems to be an awareness among Japan-se 11 The United States share in total equities of United States affilia 


investors about the desirability of reducing the weight- covered in a eure ane ade by SS Spe in a is 

+s per cent. See Marsden, Dona ., American Business Investments 
eee of Japanese ownership ae general, and 100 per Thailand, United States Operation Mission, Agency for Internatio: 
cent foreign-owned subsidiaries in particular. A Development, Bangkok, 1970. 
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Table I-4-27. Thailand: Registered capital of foreign direct investment 
firms in operations promoted over the period 1959-1969, 
by nationality of ownership and type of control 


(in million dollars) 


Type of control 


100% foreign-owned 50-100% foreign-owned 25-50% Woieleacowned Total 

% % Se o% 
Country Amount share of total Amount share of total Amount share ye total Amount share of total 

TPA! oh Shetacet s+ 6.75 26.2 17.21 66.9 1,77 6.9 25.73 100.0 
(72.9) (32.7) (21.2) (36.6) - 

United Statessn) = cbce ss 0.86 4.6 14.44 77,4 3.35 18.0 18.65 100.0 
(9.3) ; (27.4) (40.1) (26.5) 

United Kingdom Ree, ace 0% 0.44 13.2 2.37 71.4 0.51 15.4 3.32 100.0 
(4.8) (4.5) (6.1) (4.7) 

Other Western Europe. . . 0.96 11.5 7.31 87.3 * 0.10 : 2 8.37 —«:100.0 
(10.4) (13.9) (1.2) - (11,9) 

statae Pere yey. OR _— —_— 0.66 98.5 0.01 1.5 0.67 100.0 
(1.2) (0.1) (1.0) 

ier SCAFE |.) «es _ — 7.85 75.2 2.59 24.8 10.44 100.0 
(14.9) (31.0) (4.9) 

CHECED EC econ s,s 0.24 Teh 2.84 91.3 0.03 1.0 3.11 100.0 
(2.6) (5.4) (0.3) (4.4) 

Tiel! ee a 9.25 13.2 52.68 743) 8.36 11.9 70.29 100.0 
(100.0) (100.0) (100.0) (100.0) 


Source: Board of Investment, Thailand. 


Note: Figures in parenthesis are the percentage shares of the vertical totals. 


Table ]-4-28. Thailand: Capital of Japanese industrial 
enterprises in 1966 and 1969 


(in thousand baht) 


Japanese capital 


Share of 

paid-up Det essieice © rete cieces 
Year Type of industry capital Total ventures investment % 
W9GGmeclextle, ins) -de ats 209,850 157,765 97,765 60,000 75 
Automobile . . . . 104,894 82,416 35,987 46,429 78 
Mctalwmc © oT wy 39,500 20,510 20,510 — 52 
Food-stuff . . . . 58,500 52,950 30,450 22,500 90 
Other i = ae 62,006 40,700 36,700 4,000 65 
sLotal eran <7 474,744 354,341 221,412 132,929 75 
1969" Sfextle fo Gy Sos 520,350 375,120 355,120 20,000 72 
Automobile . . . . 175,899 124,361 77,932 46,429 71 
Metal sg ei eae ie 91,500 56,550 56,550 _ 62 
Food-stuff . . . . 68,500 62,250 39,750 22,500 9) 
Other ee 100,500 60,275 54,275 6,000 60 
ota anne sake 990,749 678,556 583,627 94,929 71 


Source: The Investor, Bangkok, August 1970, p. 817. 
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Table I-4-29 brings together the data on sectoral 
mposition by country/area of origin, collected 
ough questionnaires sent out in the course of the 
esent survey. Since branches of foreign firms 
= excluded, most foreign banks, financial and 
surance organizations, and distributing agencies 
> not taken into account. To that extent, the 
vision of total capital between the manufacturing 
d the non-manufacturing sectors is distorted. 
sreover, promotional regulations relate mostly to 
> manufacturing sector, and the data here relate 
promoted foreign affiliates only. Hence, the data 

the division of the manufacturing sector are 
atively more comprehensive. Food, beverages and 
tiles account for half of the total promoted non- 
anch capital in Japanese subsidiaries, nearly one- 
rd in United States subsidiaries, somewhat more 
an one-fourth in United Kingdom subsidiaries as 
Il as in the subsidiaries of “other ECAFE” countries 
d “other” countries. Australian and “other West 
iropean”’ investments are also concentrated in these 
o categories (94 per cent and .57 per cent res- 
ctively). Transport equipment, mostly assembly 
ints, occupies the next most important place, 
counting for 23 per cent, 18 per cent and 14 per 
nt of the capital of Japanese, United States and 
1ited Kingdom subsidiaries respectively. For the 
lited Kingdom and “other West European” coun- 
es, however, investments in chemicals and drugs 
o feature prominently.!? 


In the absence of more detailed information, it 
difficult to assess the significance of these invest- 
mts for Thailand’s economy. However, a Board 
Investment survey of 221 major companies showed 
net rate of profit (after deduction of lossess suffered 

concerns at their initial teething phase) of 14 
r cent of equity, 6.5 per cent of total assets, and 
) per cent of total sales.'* Considering the fact 
at most of these concerns are “green-field” ventures, 
14 per cent rate of return on equity is rather high, 
d confirms Reddaway’s findings about the relatively 
sher profitability of “green-field” ventures in the 
veloping economies compared with that in the 
veloped economies.'* 


‘2 The USOM survey states that about 60 per cent of United States 
estments in Thailand are in the manufacturing sector, and 40 per 
in non-manufacture. There are 200 United States firms with 
nificant investments in Thailand. By early 1970, the total assets 
United States sponsored business investments in Thailand were 
sroximately $250 million, and accounted for between one-fourth 
1 one-third of all foreign-sponsored investments in Thailand. 
ere are 31 United States firms with total assets of $1 million or 
re each. Of these, 9 have investments in companies with total 
sts of $5 million or more each. See Donald C. Marsden, op. cit. 


3 See The Investor, Bangkok, May 1970, p. 463. 


4 Reddaway, W. B., Effects of U.K. Direct Investments Overseas, 
jal Report, Cambridge University Press, 1968, table XVII. 5, p. 226. 


The Japanese affiliates have tended to raise wage 
levels in Thai industry as the following table 1-4-30 
shows. Presumably, this is also true for other foreign 
enterprises, although data have not been readily 
available. 


Table [-4-30. Thailand: Per capita monthly average 
wages of Thai employees by sector 


(in baht) 
, All manu- 
Japanese manufacturing facturing 

enterprises enterprises® 
Type of industry 1969 1968 1968 
SC ee ae 613 540 449 
Automobile... «. = «. 1,040 960 782 
Metal aie. abi dtcie? ~sders Rail 363 877 813 
Food-stully fedlie 4 atic 721 858 608 
Other Jady (Siesta 983 1,007 540 
‘Averagetay fall) 454.005 812 718 638 


Source: The Investor, Bangkok, August 1970, p. 817. 
* Survey conducted by the Ministry of Industry, Thailand. 


If both rates of return and wage levels are 
relatively high, it would be correct to infer that 
over-all productivity levels are also correspondingly 
high. However, the extent to which this higher 
productivity of foreign investment has a_ positive 
impact on Thailand’s balance of payments is rather 
doubtful. The following table I-4-31 gives the total 
sales of Japanese industrial enterprises over the period 
1966 to 1969; figures in parentheses represent exports. 
The share of exports in total sales is, as yet, quite 
negligible (2 per cent or less), with no tendency 
to rise over the four-year period. Undoubtedly, there 
is significant import-substitution of the final goods 
that would have to be imported in the absence of 
these foreign investments. However, this effect will 


Table I-4-31. Thailand: Total sales and exports of 
Japanese enterprises, 1966-1969 


(in thousand baht) 


1966 1967 1968 1969 

Textiles . 415,067 556,659 664,885 840,406 
(11,574) (7,586) (8,814) (6,803) 

Automobiles 385,134 737,523 1,002,795 1,253,714 
(ce) (747) (=) C) 

Metal products . 393,088 530,458 720,385 874,837 
(1,606) (6,169) (5,300) (13,544) 

Food-stuffs . 150,082 170,632 205,581 273,083 
(4,950) ce) (—) (5,908) 

Orhers epee 8 140,110 196,484 224,361 307,002 
(10,696) (7,405) (5,619) += (25,068) 

utalwemeeenw ey 9,483,901) 02,191,756 2,818,007. 3,549,042 


(28,826) (21,907) (19,733) (51,323) 


Source: The Investor, Bangkok, August 1970, p. 817. 
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be reduced if the import-content of the foreign com- 
panies’ production is high. It should also be noted 
that such foreign investments may not only substitute 
for imports, but the associated demonstration effects 
may also generate new demands for imports. In any 
event, there is a prima facie case for further probing 
of the net balance-of-payments effects of such foreign 
investments which produce goods mainly for domestic 
consumption. 


The sharp acceleration in foreign capital inflows 
in recent years has helped to maintain positive 
net direct effects of foreign investment on Thailand’s 
balance of payments for the time being. Table I-4-32 
below gives the annual foreign exchange inflows and 
outflows directly accruing from foreign investments. 
The data show that there has béen a sharp accelera- 
tion.of foreign investment inflows, including long-term 
suppliers’ (export) credits, into Thailand over the 
last decade. The three ratios also show that, while 
the proportion of equity inflow to total inflow has 
had a tendency to decline from the average of 38.2 
per cent for 1961-1964 to 34.5 per cent for 1965-1969, 
the ratio of net to gross inflow has registered a 


Table J-4-32. Thailand: Inflows and outflows on 
account of foreign private investment, 


1961-1969 
(in million baht) 


Annual ' 

inflow of Total Total 

foreign inflow of outflow 

equity foreign (profit, Net 
Year capital investment ete.) investment 
Neier ty tS Kae ac 32.4 120.9 204.9 —84.0 
962 ia io ee 43.7 156.7 204.7 —48.0 
196Seoy ee | Seca 152.1 348,2 194:5 153.7 
1969 ee rd sae 153.8 373.3 201.6 172.7 
Sub-total, 2... 382.0 999.1 805.7 194.4 
1965 one; “ae eee 112.4 603.7 205.0 398.7 
1966. 20a a" eu: 198.5 587.7 345.6 242.1 
19675 oie oP: ee 400.4 869.5 377.4 492.1 
ESOS hee ee ee ee 598.2. 131235 339.0 972.5 
1 9G9 ete ress oes 230.2 ~—-:1,090.0 420.3 669.7 
Sub-total. . . . 1,539.7 4,463.4 1,687.3. 2,775.1 
Totalne 2 css A alee eo Oem 2495-00 2,969.5 


1961-1964 1965-1969 1961-1969 
_ Ratio of: 


(1) Net to gross inflow (%) 19.46 62.17 54,36 


(2) Gross outflow to gross 


inflow’ (9%) Gee i) #80l64 37.80 45.64 
(3) Equity inflow to total 
infow (yay) ee 38.23 34.50 35.18 


Source: Bank of Thailand. 


sharp increase from the average of 19.5 per cen! 
(1961-1964) to 62 per cent (1965-1969), with 4 
corresponding reduction in the ratio of gross outflow 
to gross inflow. However, since most of the enter: 
prises are “green-field” ventures, the pressure of the 
cumulative effect of the return flows on the balance 
of payments will be making itself felt in the course 
of the next few years. 


Summary remarks 


The foregoing brief survey of foreign private 
investment in the ECAFE region has presented severa 
common features, as well as some points of difference 
in the experiences of nine host countries. Inflows 
of private capital have grown rapidly during the 
1960s in most of the countries surveyed. Further 
more, the share of foreign investment in total capital 
stock appears to be significant, perhaps 15 to 30 per 
cént, where data are available. However, private 
capital inflows appear to be subject to frequen 
fluctuations and to be sensitive to such adverse factor: 
as international confrontations, political unrest, anc 
what is considered by investors to be excessive 
regulation. 


The role of the United States as a source o! 
private capital is important in all nine countries, with 
United States investments tending to be large and tc 
be concentrated in oil or mineral development, o: 
technologically advanced fields, such as electric, 
electronic manufacturing and chemicals. Japanes¢ 
and United Kingdom investments are large in eas' 
and south Asian countries, respectively, with the 
exception of the Philippines in which Japanese 
investment is small. In particular, Japanese invest 
ments tend to be smaller and to be directed to lighter 
industries, such as textiles and electric/electronic 
equipment, although Japanese mining and meta 
manufacturing investments are important in Indonesié 
and Malaysia. Other Western European investors are 
active in most of the countries. Recent intraregiona 
investment flows from other developing countrie: 
(approvals or registrations as reported in the country 
tables in this chapter) have also been significant ir 
several countries, such as Indonesia (more thar 
US$430 million) ; China (Taiwan) ($130 million-fron 
overseas Chinese); Malaysia (M$700 million); anc 
Thailand ($10 million). On the other hand, invest 
ments in Iran from other Asian countries have beer 
very small. Little is known about these intraregiona 
flows except that they appear to be invested primarily 
in textiles, food and beverages, and other light manu 
facturing and service industries. With institutiona 
steps to promote and improve regional capital markets 
it may be supposed that these intraregional flo 
could be expanded and guided into more significan 
areas of investment in line with national developme 
policies. 
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A large and increasing share of promoted foreign 
vestments has been distributed to manufacturing 
dustries. However, some countries have evidently 
couraged large investments in textiles, food and 
verages, and transportation equipment (mostly auto- 
obiles), while other countries have guided foreign 
pital into heavier and, perhaps, more basic indus- 
ies, such as chemicals/petrochemicals, metals and 
etal products. Of course, the differing resource 
idowments of the countries have also played an 
iportant role in the allocation of foreign capital. 

comprehensive evaluation of foreign investment 
‘omotion policies and the actual contribution of 
reign investors must await the collection of more 
mplete and systematic data, especially with regard 
indirect balance of payments effects, transfers of 
chnology, and linkage effects. Regional standard- 
ation of the statistical classifications and concepts 
yplying to foreign private investment and its effects, 
well as co-ordination and encouragement of wider 
ita collection, are urgently needed in order to 
cilitate further study and regional cooperation in 
itional policies toward foreign private investment. 


Section B 
dia 
Over-all trends 


In mid-1948, and at the end of 1953, outstanding 
reign investments in India’s private sector amounted 
$800 million and $834 million, respectively (table 
4-33). During this period, though foreign invest- 
ents in rupee terms increased by about 50 per cent, 
terms of dollars they increased only by about 4 
sr cent.!° Similarly, between 1948 and 1967, foreign 
vestments expressed in domestic currency increased 
y about 4.6 times, but in dollar terms they increased 
ily by about 1.5 times. These figures no doubt 
flect fortuitous accounting gains to the country, but, 
view of valuation changes, foreign investment 
sures for India, when expressed in dollar terms, 
iderestimate the growth rate of that part of foreign 
vestment which comes primarily in the form of risk 
pital. 


In 1948, slightly over one-fourth of the out- 
anding foreign investment was in the manufacturing 
ctor, with plantations, mining and services together 
counting for about two-thirds of the total. Services 
as the biggest sector, absorbing almost 40 per cent 

the total foreign investments, and, within the 
vices sector, trading alone accounted for about 40 
‘x cent. Even in the manufacturing sector, less 
eee 
15 Compare rupee values table I-4-33a with dollar values in table 
-33. As figures for 1948 and 1953 include the liabilities of in- 
ice companies ($26.6 million and $10.7 million respectively), 


are not strictly comparable with those given for the other years in 
tables. 


sophisticated industries, such as food and beverages 
and textile products, were the dominant ones, as a 
little more than one-half of the foreign capital in 
this sector was engaged in these industries. 


Though the planning era in India was initiated 
in 1951/52, the process of industrialization gathered 
momentum only with the launching of the second 
five-year plan in April 1956; thus, for a discussion 
on changes in pattern of foreign investment during 
the period of relatively rapid industrialization, foreign 
investment figures for 1956 could be conveniently 
used for comparison. It is interesting to note that, 
even during the eight-year period prior to 1956, there 
were important shifts in the pattern of foreign invest- 
ment. Between 1948 and 1956, outstanding foreign 
investment increased by one-fourth and crossed the 
$1 million mark (table I-4-33). During this period, 
foreign investment in plantations increased by about 
$27 million to $184 million, but its relative share 
in the total remained unchanged. Foreign capital in 
mining and services declined by about $87 million 
to $273 million, and their share in the total declined 
from 45 per cent to 27 per cent. Foreign investment 
in the petroleum industry rose steeply from $67 
million in 1948 to $244 million in 1956, and, during 
this period, the relative share of the petroleum 
industry in the total increased almost threefold. 


The ten-year period from the end of 1956 to 
March 1966 covers the second and the third five-year 
plan periods during which outstanding foreign invest- 
ment in India increased by 123 per cent to $2,247 
million. This period was characterized by an im- 
pressive growth of foreign investment in the manu- 
facturing sector, from $303 million in 1956 to $1,126 
million in 1966. During this decade, investment in 
plantations increased by slightly over one-fourth to 
$236 million; in mining it remained stagnant, but 
in services it almost doubled. In the services sector, 
foreign investment in trading increased from $61 
million in 1956 to $77 million in 1966, but its share 
in the total of services declined from about one-fourth 
to one-seventh; the share of construction, utilities and 
transport in services more than doubled. Although 
foreign investment in services increased so as to keep 
its share in the total foreign investment in the country 
almost unchanged, it was accompanied by a _per- 
ceptible decline in trading and a notable increase in 
construction and utilities. 


A significant feature of the growth of foreign 
investment in the manufacturing sector between 1956 
and 1966 related to relative changes in the importance 
of different industries. Relative rates of growth of 
foreign investment in both textile products and foods 
and beverages were much lower during this period 
in comparison with the growth in transport equip- 
ment, machinery and machine tools, metals and metal 
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Part One. 


Role of Foreign Private Investment 


products, and chemicals and allied products. There 
was a more than tenfold increase in foreign investment 
in transport equipment, from about $10 million in 
1956 to $104 million in 1966. Similarly, there was 
a sixfold rise in machinery and machine tools, and a 
more than fivefold rise in both metals and metal 
products and chemicals and allied products. The 
relative share of these industries in the total of foreign 
investment in the manufacturing sector increased from 
about one-third to more than 50 per cent. 


Despite a net inflow of foreign capital of $243 
million during 1966/67, outstanding foreign invest- 
ment in 1967, at $1,976 million, was $271 million 
lower than that of the previous year as a result of 
the exchange rate adjustment in June 1966. Exclud- 
ing the effect of the devaluation, there was a net 
outflow of capital from petroleum of about $19 
million and a larger net inflow in manufacturing “and 
services to the extent of $143 million and $120 
million, respectively.!® A relatively larger impact of 


16 “}ndia’s international investment position in 1965/66 and 1966/ 
67”, Reserve Bank of India Bulletin, August 1969, p. 1,131. 


the exchange rate adjustment, resulting in deflation of 
investments, was borne by plantations and petroleum, 
in which direct investments as proportions of total 
foreign investment were 97 per cent and 78 per cent 
respectively in 1966 (table I-4-34). In the services 
sector, however, as direct investment formed only 
one-third of its total foreign investment, deflation of 
foreign investment in this sector was relatively smaller 
than in the manufacturing sector in which direct 
investment to its total foreign investment was slightly 


over one-half during 1966. 


The United Kingdom continued to be the largest 
investing country between 1948 and 1967, though its 
share in the total declined from 80 per cent to 44 
per cent over the period (table I-4-35). Foreign 
investment originating from the United States in- 
creased very sharply, from $34 million in 1948 to 
$501 million in 1967. Japanese foreign investment 
also increased sharply, but, the base being small, it 
continued to. be a relatively small investor, with 
investment accounting for less than 5 per cent of 


the total in 1967. 


Table 1-4-34. India: Outstanding foreign business investments by types 
(in million dollars) 
End 1953 End 1961 End March 1966 End March 1967 
Industry Direct Portfolio Total Direct Portfolio Total Direct Portfolio Total Direct Portfolio Total 
Plantations 134.6 5 150.2 208.1 6.9 215.0 229.1 6.5 235.6 166.0 5.6 171.6 
(89.7) (10.3) (100.0) (96.8) (3.2) (100.0) (97.2) (2.8) (100.0) (96.7) (3.3) (100.0) 
Mining 13.0 4.6 17.6 22.9 ES | 26.0 8.2 12.4 20.6 5.9 9.4 15.3 
(73.9) (26.1) (100.0) (88.1) (11.9) (100.0) (39.8) (60.2) (100.0) (38.6) (61.4) (100.0) 
Petroleum 161.3 0.6 161.9 311.0 9.2 320.3° 291.7 81.3 373.0 196.9 78.5 275.5 
(99.6) (0.4) (100.0) (97.1) (2.9) (100.0) (78.2) (21.8) (100.0) (71.5) (28.5) (100.0) 
Manufacturing . 199.5 61.1 260.6 392.3 227.2 619.5 620.7 505.3 1,126.0 438.5 545.5 984.0 
(76.6) (23.4) (100.0) (63.3) (36.7) (100.0) (55.1) (44.9) (100.0) (44.6) (55.4) (100.0) 
Services . 176.8 56.1 232.9 172.8 73.9 246.7 179.8 311.8 491.6 126.7 403.4 530.1 
(75.9) (24.1) (100.0) (70.0) (30.0) (100.0) (36.6) (63.4) (100.0) (23.9) (76.1) (100.0) 
Total 685.2 137.9 823.2 1,107.1 320.4 1,427.6 1,329.5 917.3 2,246.8 934.0 1,042.5 1,976.5 . 
(83.2) (16.8) (100.0) (77.5) (22.5) (100.0) (59.2) (40.8) (100.0) (47.3) (52.7) (100.0) 4 
Sources: India’s Foreign Liabilities and Assets 1961, Survey Report, op. cit., p. 75; 
“India’s international investment position in 1965/66 and 1966/67”, op. cit., p. 1149. 
Notes: (1) Figures for 1953 are inclusive of liabilities of insurance companies, which are not included in the figures for other years. 


(2) Totals may not add up due to rounding. 


Table [-4-35. India: Outstanding foreign business investments by country 
(in million dollars) 
. As at end March 

Country Mid 1948 End 1953 End 1955 End 1961 1963 1964 1965 1966 1967 
United Kingdom 622.6 685.4 768.4 937.0 1,035.7 1,066.0 1,131.9 1,156.7 873.9 
United States : 33.9 63.0 83.2 201.4 251.6 341.5 451.1 520.2 501.1 
Other Western Europe . 16.3 12.8 17.0 59.9 151.8 171.8 205.8 240.9 270.7 
Japan’ s!® i a ea 0.6 0.2 0.4 6.7 31.9 63.2 78.3 88.6 92.2 
Others 99.7 61.7 60.1 222.6 221.8 224.3 222.4 240.4 238.6 

Total . Visa 823.2 929.0 1,427.6 1,692.8 1,866.7 2,089.5 2,246.8 1,976.5 

Sources: India’s Foreign Liabilities and Assets 1961, Survey Report, op. cit., pp. 74. Jos 

“India’s international investment position in 1965/66 and 1966/67” , op. cit., pp. 1148-1149. 
Notes: (1) Figures for 1948 and 1953 are inclusive of liabilities of insurance companies. 


(2) Totals may not add up due to rounding. 
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Between 1955 and 1966, the pattern of investment Table I-4-36. India: Outstanding direct and 
from the United Kingdom into plantations, petroleum, portfolio foreign business investments, 1955-1967 
manufacturing and services did not change appre- (in million dollars) 
ciably. While the United States investments in 
petroleum increased twofold at $111 million in 1966, 1985 ist ag66 ogg 
they increased nearly fifteenfold in manufacturing at Pare Z pane ane 
$326 million, and aie for three-fifths she its we Sie eo se 
total investments in 1966. Growth of Japanese in- Branches , . . 510.5 567.6 526.7 387.5 
vestments in India was much faster in the services Subsidiaries =. . 250.7 434.5 605.2 410.4 
than in the manufacturing sector during this period. eee SO ae ee ei ae 
In 1966, about two-thirds of Japanese investments Portfolio investments 117.4 320.5 917.3 1,042.5 
were in services with manufacturing accounting for Equitye ew) ¢ 82.3 93.0 119.7 84.3 
less than one-third of the total. Creditor capital® . 35.1 227.4 797.6 958.2 

Grand: total) gs 3) 929.0 1,427.6 2,246.8 1,976.5 

During 1966, direct investment, at $83 million, 
from ‘“‘other Western Europe” was around one-third Source: India’s Foreign Liabilities and Assets 1961: Survey 
of the total investment from this region. Though NG sgh RLS SE AP 7 

k ‘ Foreign investments in India: 1962", Reserve Bank of 
manufacturing continued to occupy the largest pro- India Bulletin, April 1966, p. 368; 
portion of this region’s total investment in India, its “India’s international investment position in 1965/66 
proportion declined from over four-fifths in 1963 to and 1966/67”, op. cit., p. 1,125. 
slightly above one-half in 1967, primarily because Note; |) lotalamesy 528 600 Bp due fo founding. 


* Cover (i) net assets in India of branches, representing 
the net claims on them by non-residents and (ii) the 
equity holdings of investors in the country of control 
and their proportionate share in the free reserves of the 


investment in services increased rapidly. 


Changes in types of investments!™ foreign-controlled rupee companies. 
> Represent ordinary shares to the extent that these are 
The equity type of foreign capital invested in — by investors in countries other than the country 
seat of control. 
India increased between 1955 and 1966 by over three- © Represent non-resident holdings of preference shares 
fifths to $1,450 million (table I-4-36). (The data and debentures of the rupee companies and suppliers’ 
relate to net position of branches and equity value, a 


i.e. paid-up equity capital plus proportionate free Table 1-4-26a. India: Outstanding direct and 
reserves and surplus). In view of the exchange rate 4 


adjustments, the equity value was lower at $1,018 
million in 1967. Thus, between 1955 and 1967, net 


portfolio foreign business investments, 1955-1967 
(in million rupees) 


Baris : ; End End End March End March 
liability of the country on account of direct foreign 1955 1961 "1966 «1967. 
(Vo ptiogsad increased by a $122 million. In ed Direct investments* . 3,865 53272 6,331 7,005 
of creditor capital, India’s liabilities to foreign in- == eee Se SS 
vestors increased during this period from $35 million (a) Branches . . 2,431 2,703 2,508 2,906 
to $958 milli 18 (b) Subsidiaries . 1,194 2,069 2,882 3,078 
ON ellen ta (c) Other controlled — 240 500 941 1,021 
Portfolio investments 559 1,526 4,368 7,819 
17 It would be appropriate to indicate briefly the system of classifica- (a): Keates 392 443 570 632 


tion of foreign investment adopted in the Reserve Bank of India’s i saci 
studies on India’s Foreign Liabilities and Assets. A subsidiary is de- (b) Creditor capital 167 1,083 3,798 7,187 
fined to be a company which (i) “is a member of a foreign company Grand total . . . 4,424 6,798 10,699 14,824 
which controls the composition of the Board of Directors of the Indian 7 = = ine a a a 
company or (ii) the foreign company holds more than half of the 
Indian company’s equity share capital or (iii) the Indian company is 
a subsidiary of a foreign company.” Indian companies in which 40 
per cent or more equity shares are held in a foreign country or 25 per 
cent or more of the ordinary shares are held by another company 
which is a foreign company or a foreign-controlled company is defined 


Source: India’s Foreign Liabilities and Assets 1961: Survey 
Report, op. cit., p. 25. 
“Foreign investments in India: 1962”, Reserve Bank of 
India Bulletin, April 1966, p. 368; 
“India’s international investment position in 1965/66 


to be a foreign-controlled rupee company. In India, the term “direct and 1966/67”, op. cit., p. 1,125. 

investment” connotes ‘‘net assets of branches and proportionate share Note: Totals may not add up due to rounding. 

of foreign investors in the net assets of the foreign-controlled rupee ® Cover (i) net assets in India of branches, representing 
companies.” Portfolio investments are defined to be those foreign the net claims on them by non-residents and (ii) the 
investments that do not have controlling interest in the Indian com- equity holdings of investors in the country of control 
pany. Portfolio investments comprise subscription to equity stock and their proportionate share in the free reserves of the 
without controlling interest, preference shares and debentures and foreign-controlled rupee companies. 

loans and suppliers’ credits. Portfolio investments are classified into > Represent ordinary shares to the extent that these are 
two categories, viz. “‘official portfolio” and “private portfolio”, de- held by the investors in countries other than the country 
pending on the sources from which they are obtained. India’s Foreign of control. 

Liabilities and Assets 1961 — Survey Report, Reserve Bank of India, © Represent non-resident holdings of preference shares 
Bombay, 1964, p. 7. and debentures of the rupee companies and suppliers’ 


18 Compare the changes in rupee values, as shown in table I-4-36a. credits for imports. 
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Between 1955 and 1961, branch investment in- 
creased marginally by $57 million to $567 million, 
but, between 1961 and 1966, it declined by $41 
million. In contrast to this near stagnant trend in 
branch investment between 1955 and 1966, direct 
investment in foreign-controlled companies increased 
substantially from $301 million to $803 million. 
Among the foreign-controlled companies, direct invest- 
ment in subsidiaries rose by 140 per cent, from 
$250 million to $605 million, between 1955 and 1966, 
whereas growth of investment in other controlled 
companies increased almost fourfold, from $50 million 
to $197 million. During the same period, foreign 
investment in the form of portfolio equity increased 
by less than one-half to $120 million. 


Out of the total direct investments and portfolio 
equity investments of $1,018 million in 1967, branches 
accounted for $387 million, foreign-controlled com- 
panies for $546 million and portfolio equity for $84 
million. Between 1955 and 1967, while investments 
in branches as a proportion of total direct and port- 
folio equity investments declined from three-fifths to 
two-fifths, those in foreign-controlled companies in- 
creased from one-third to over one-half. 


A significant feature of the growth of foreign 
investment in India was the growth of portfolio 
investments in the form of creditor capital. Between 
1955 and 1966, such creditor capital increased from 
$35 million to $798 million (table I-4-36). Creditor 
capital almost doubled from $227 million to $452 
million during 1961-1963, and thereafter it increased 
steadily. Among the three items of creditor capital, 
viz. securities, loans and suppliers’ credits, while 
investments in securities remained insignificant be- 
tween 1963 and 1967, loans continued to form over 
two-thirds of the total creditor capital and more than 
doubled, from $304 million to $625 million. Though 
suppliers’ credits increased at a faster rate than loans, 
their share in the total creditor capital only increased 
marginally, from 28 per cent to 33 per cent. 


If foreign investment data for 1967 are analysed, 
two features stand out prominently. First, foreign 
investment in the form of creditor capital was around 
the same level as the risk capital (direct investments 
plus portfolio equity). Secondly, of the total risk 
capital, portfolio equity constituted less than 10 per 
cent, investments in branches were about 40 per cent, 
and subsidiaries and other controlled companies about 
50 per cent. 


Policy issues 


(a) Majority control. The ‘Majority Indian 
Control’ principle has been one of the basic tenets 
of Indian foreign investment policy, yet it has been 
used with considerable flexibility. The areas where 
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foreign investment is permitted have been flexibly 
implemented, the two major relaxations being the 
special concessions given to the foreign sector in oil 
in the 1950s and fertilizers in the 1960s. The general 
policy has been to limit fresh investment in branches 
and reduce the percentage foreign holding in sub- 
sidiaries as much as possible. Branch investment at 
the end of March 1967 was $387 million out of a 
total direct investment of $934 million, the balance 
of $547 million being accounted for by subsidiaries 
and other foreign-controlled companies. During the 
1960s, branch investment did not show any growth. 
While 90 per cent of branch investment is accounted 
for by plantations, oil and services, the subsidiaries 
have been the dynamic sector of foreign investment, 
with investment mainly in manufacturing, and this 
sector has therefore been the focal point of foreign 
investment policy. There were 224 subsidiaries as 
of 31 March 1964, and over one-half of these were 
wholly foreign-owned; nearly three-fourths of these 
wholly foreign-owned subsidiaries were incorporated 
by the end of 1947. In the post-Independence years, 
there was a perceptible tendency towards setting up 
subsidiaries with some Indian capital participation, 
and a little over two-thirds of the subsidiaries in- 
corporated during 1956-1964 had less than 74 per 
cent foreign capital participation, which was in 
consonance with the government policy of enabling 
the Indian partner to have a say in changes in the 
articles of incorporation. The above analysis indicates 
that, while the Government has been enforcing the 
Indian majority principle with progressive stringency, 
there is flexibility in the policy to allow for exceptions 
on the merits of the individual case. 


(b) Pattern of agreements for foreign colla- 
boration. An important feature of the foreign sector 
in the post-Independence era was the growth of 
technical collaboration agreements. Between 1948 
and March 1964, about 2,200 agreements were 
approved, and, between April 1964 and March 1970, 
nearly 1,300 approvals were granted. The Survey of 
Foreign Collaboration in Indian Industry conducted 
by the Reserve Bank of India brought out the fact 
that, as of March 1964, there were only about 1,050 
agreements in force.1? The Survey showed an in- 
teresting alignment of industries depending on the 
company group. Machinery and machine tools, and 
electrical goods and chemicals together accounted for 
55 per cent of agreements. Pure technical colla- 
boration was relatively more important in textiles, 
machinery and machine tools, and metals and metal 
products, while subsidiaries and minority participation 
companies dominated in petroleum, transport equip- 
ment, electrical goods and chemicals. 


19 Excluding minor agreements of individuals and partnerships. 
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(c) Over-import of technology. One of the 
questions raised regarding foreign technical collabora- 
tion is whether there has been an over-import of 
technology either into sectors where it was not 
necessary or into sectors where adequate amounts of 
technology were already imported.?° Although agree- 
ments in the early post-Independence period were 
concentrated in consumer goods industries, the in- 
dustry mix of agreements currently in force shows 
that the bulk of agreements are in fairly sophisticated 
sectors of industry, though it could be argued that 
the broad industry groups cover a wide range of 
consumer goods, for instance, some of the firms in 
medicines and pharmaceuticals also produce toiletries. 


While technical collaboration in consumer goods 
and services is sometimes claimed to be unwarranted, 
the basic reasons for these agreements need to be 
examined. First, the import of technology has to be 
related to the time perspective of a development 
process; the technology which may be indispensable 
at the stage of its import may be dispensable in the 
future, i.e. the import of a certain technology itself 
may make future imports of that technology unneces- 
sary. Thus, inter-temporal comparisons need to be 
undertaken with caution. Secondly, foreign colla- 
boration in the production of consumer goods is an 
adjunct of the programme of progressive import 
substitution. The process of import substitution is 
related not merely to the steel‘heavy engineering 
complex but to the entire gamut of consumer goods, 
and, to the extent that domestic “know-how” is 
deficient in the production of consumer goods, resort 
to foreign collaboration is unavoidable. Although 
foreign collaboration may seem unnecessary in certain 
sectors, in that substitute products with indigenous 
technology are available, the reason for permitting 
foreign collaboration may be the possibilities of 
developing an export market, though such cases are 
limited. Thirdly, there may be a decided advantage 
in permitting technical collaboration, with or without 
minority equity capital participation, especially when 
an industry consists largely of foreign subsidiaries, 
since this strengthens the competitiveness of the 
Indian company and also acts as a lever to facilitate 
the Government’s policy to reduce the share of foreign 
equity in subsidiaries. Fourthly, in a dynamic con- 
text of changing technology, a country which is not 
a technological leader is faced with the prospect of 
importing technology on a continuing basis as the 
type of technology changes over time. In a period 
of rapid technological advance, a developing country 
which does not import technology for the production 
of consumer, intermediate and capital goods will 
inevitably find itself cut off from the mainstream 
of industrial development in the international econo- 


20Kidron, M., Foreign Investments in India, Oxford University 
Press, 1965, p. 302. 


my. There is also the problem of a country reacting 
to the argument of an over-import of technology by 
importing less technology than is warranted by the 
level and pattern of industrial activity and the cor- 
responding domestic technological base. The main 
difficulty is not so much the over-import of technology 
as its timely adaptation to the conditions of the 
country.2!_ However, the often discussed point that 
the type of technology imported should be chosen 
with discrimination is unexceptionable. 


The repetitive import of technology, in the sense 
of two or more companies importing the same “know- 
how”, though seemingly a waste of foreign exchange 
resources, is sometimes necessary. It is not always 
possible to eliminate duplication of technology imports 
unless there is a drastic change in the pattern of 
inter-company transactions both in the host and 
transmitting country. 


The Reserve Bank’s Survey of Foreign Collabora- 
tion in Indian Industry has shown that over 70 per 
cent of agreements had a specific clause assuring 
exclusive rights to the licensee. Most of the agree- 
ments which do not specifically grant exclusive rights 
operate on the basis of an understanding that tacit 
exclusivity will be granted unless the working of the 
agreement is found to be unsatisfactory. 


An UNCTAD paper refers to the “positive ex- 
perience” of Japan in utilizing the world market for 
licences and “know-how” and the “somewhat less 
positive experience” of India.?? However, other stu- 
dies show that even Japan has been faced with 
problems of repetitive import of technology. In 
1961/62, the share of new techniques to total tech- 
nology introductions was more than 70 per cent, but, 
in 1965/66, the share dropped to 43 per cent, with 
the greater part of introduction either identified with 
the techniques already imported or similar thereto. 
This tendency was noted mainly in the fields of 
engineering, chemicals and textiles. In the petro- 
chemical industry, for example, more than 10 agree- 
ments related to polyethylene. In respect of 73 
technical collaboration agreements in the electrical 
engineering industry, it was noted that, if they were 
to be classified according to similarity of techniques, 
they could be reduced to 35 types. This indicates 
that 38 out of the 73 technical collaboration agree- 
ments involved repetitive imports of technology.?* 


21 To the extent that there is a problem of over-import of techno- 
logy, the problem is equally relevant for intermediate and capital goods 
as for consumer goods. Yet illustrations of over-import are generally 
identified with consumer goods. 

22 Oldham, C. H. G., Freeman, C., and Turken, E. (Science Policy 
Research Unit of the University of Sussex), The Transfer of Techno- 
logy to Developing Countries with Special Reference to Licensing and 
Know-how Agreements, UNCTAD, TD/28/Supp. 1, 1967, p. 14. 

23 Patil, R. H., “Foreign Collaboration in Japanese Industry”, Re- 
serve Bank of India Bulletin, February 1970, p. 207. 
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Part One. Role of Foreign Private Investment 


An interesting feature of technology transfers in 
India is that virtually all inter-company transfers are 
between foreign collaborators and Indian companies; 
similar transfers between Indian companies are rare, 
even though they could play a vital role in the 
development of indigenous technology. 


The inter-firm transmission of technology under 
foreign collaboration agreements is invariably on an 
exclusive basis, i.e. the Indian party is precluded fiom 
transmitting “know-how” to other companies. The 
reason for this is that the foreign collaborator’s 
patented and unpatented “know-how” is protected, 
while the Indian party has the assurance that other 
Indian parties are unable to utilize the “know-how”. 
This results in a multiplicity of agreements for the 
import of “know-how” for the same process/product. 
With a view to facilitating the transfer of “know- 
how” among Indian firms, and to reducing the 
multiplicity of agreements, the Government has 
recently insisted on incorporating a “no secrecy 
clause” in some agreements and stipulating that the 
Indian firm should be free to sub-license the technical 
“know-how’/product of design/engineering design 
under the agreement to another party; the terms of 
sub-licensing, however, would be mutually agreed to 
by all the parties and be subject to government 
approval. 


The freer flow of technology among Indian firms 
is unlikely to impair the competitive position of the 
licensor firm for two reasons. First, the licensor 
firm is likely to have a “head start” and advance 
its own technology, and, therefore, be willing to 
transmit technology to firms that need such assistance. 
Secondly, among firms of equal technological strength, 
a healthy system of cross-licensing could develop. 


With a view to promoting such inter-company 
transfers of “know-how”, the Finance Act of 1969 
allows Indian companies a deduction of 40 per cent 
of income if such income is received by way of 
royalties, technical service fees or for providing 
technical “know-how” or rendering technical services 
to any person carrying on business in India. To be 
eligible, the agreement should be entered into after 
1 April 1969 and approved by the Government. 


(d) Duration of agreements and royalty rates. 
The duration of agreements and the rate of royalty 
payments are the main points in the general evalua- 
tion of foreign technical collaboration. A little over 
13 per cent of agreements in the Indian Survey had 
a duration of over ten years. Comparable data for 
other countries regarding the duration of agreements 
is not readily available, and, in view of variations 


in administrative procedures regarding classification 
and content of agreements, the utility of comparisons 
is somewhat limited. The experience of Japan in- 
dicates that 20 per cent of contracts in that country 
had a duration of fifteen years.2* Though no definite 
conclusions can be drawn from the duration pattern 
of the two countries, it appears that Indian industry 
is not unduly saddled with excessively long duration 
agreements. 


An examination of the rates of royalty linked to 
value of sales/production, shows that only 12 per cent 
of cases in the Indian Survey had rates over 5 per 
cent. No definite conclusions regarding the efficacy 
of foreign collaboration policy can be drawn from 
an examination of the rates of royalty. Other things 
being equal, an agreement with a higher rate of 
royalty may appear to be less favourable than an 
agreement with a lower rate of royalty, but, it is 
conceivable that, in the latter case, the technical fees 
may outweigh the advantages of a lower royalty. 
When sanctioning collaboration agreements, the 
Government attempts an ex ante assessment, on the 
available data, of all the alternative collaboration 
terms submitted for approval, and, by comparing 
similar proposals in an industry, has operated as a 
moderator aiding the Indian party. Preoccupation 
with rates of royalty can sometimes result in mis- 
leading conclusions regarding the role of the Indian 
Government. For instance, the fact that a larger 
proportion of 1956-1965 subsidiary agreements had 
royalty rates over 3 per cent than those agreements 
which were approved prior to 1955 does not neces- 
sarily mean that the Government was less successful 
in obtaining favourable royalty terms, since much 
depends on the content of the agreements. It is quite 
conceivable that the earlier agreements involved 
rudimentary technology, while, with an increase in 
industrial activity, the latter agreements involved the 
transmission of more sophisticated “know-how”. 
Thus, an inter-temporal comparison of royalty rates 
needs to be made with some caution. 


(e) Export restrictions. The Indian Survey 
shows that 43 per cent of agreements had export 
restrictions (table I-4-37). Once again, only a very 
small amount of comparable data is available regard- 
ing the prevalence of export restrictions in the 
collaboration agreements of countries other than 
Japan. A study of Japanese agreements reveals that 
well over one-half of all agreements had such 
clauses,2°> which prima facie indicates that the Indian 
experience has not been particularly unfavourable. 


24 UNCTAD paper, op. cit., p. 25. 
25 UNCTAD paper, op. cit., p. 25. 
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However, the mere enumeration of export clauses in 
agreements does not indicate the relative severity of 
export restrictions in the agreements of the two 
countries, because the intensity of restriction varies 
from agreement to agreement. Moreover, the absence 
of export restrictions may not be a sufficient condition 
for spurring an export effort, since the agreements, 
which may be free of export restriction, could relate 
to companies which have little or no export prospects. 


Table I-4-37. India: 


Type of restrictive clause 


Export clauses 
of which: 
Permission of collaborators for exports 
Exports permitted only to certain countries . 
Exports prohibited to certain countries 
Exports prohibited 


Exports restricted to certain types of products 


Exports restricted only to collaborator’s agents/distributors 


Restriction on the annual value of exports 


Restriction on use of trademarks for exports 


Sources of supply of raw materials and plant and machinery it 


Restrictions on production pattern . 
Payment of minimum royalty 
Restrictions on sales procedure . 
Stipulation on earning minimum profit 


Restrictions on termination of agreement 


Total number of agreements with restrictive clauses* . 


Total number of agreements 


Source: 


(f) Concluding observations. While the Gov- 
ernment, in actual practice, has not specified rigorous 
terms, broad norms have developed over time, such 
as the spheres in which collaboration is permitted, 
the 51 per cent rule, the 5 per cent royalty ceiling, 
the ten years’ duration for agreements and the ceiling 
of 10 per cent on “free shares”. The Government’s 
policy appears to be flexible to accomodate individual 
proposals as special cases within a broad framework. 


Types of restrictive clauses 


Number of agreements with restrictive clauses 


Minority Pure 

capital technical 

Sub- participa- collabora- 
sidiaries tion tion Total 
56 230 169 455 
° 32 80 37 149 
16 101 80 197 
3 17 22 ao 
3 15 18 36 
1 2 1 4 
1 13 6 20 
— i) — 2 
= — 5 5 
4 46 94 154 
2 36 27 65 
1 14 40 55 
6 7 2) 18 
_ 1 _— 1 
1 — 1 2 
63 251 213 527 
144 445 462 1,051 


Foreign Collaboration in Indian Industry: Survey Report, op. cit., p. 106. 


* The- total number of agreements with restrictive clauses would be less than the total number of 
restrictive clauses since one agreement may have more than one restrictive clause. 
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Chapter V 
EXPORT CREDIT FLOWS TO THE ECAFE REGION 


From the recipient countries’ view-point, export 
credits can be considered to resemble direct invest- 
ments as a source of private long-term capital. 
However, four important distinctions should be made 
between export credit and direct investment. First, 
export credits like portfolio investments are free from 
the foreign control which is associated with direct 
investment, with the result that allocation and manage- 
ment are in the host country’s hands. Second, at 
the same time, export credits do not promote the 
transfer of foreign technology and managerial “know- 
how” to the same degree as direct investments. 
Third, the repayment of export credits is rigidly fixed, - 
whereas the equity component of direct investments 
carries no fixed repayment terms. Fourth, while 
interest on export credits is fixed and mandatory, 
earnings on equity investments are not limited, but 
are determined entirely by the success of the invest- 
ment project. Furthermore, such earnings may be 
either reinvested without foreign exchange cost to the 
host country, or remitted as dividends to the foreign 
investor, depending upon future developments. 


Growth of export credit flows 


Since the early 1950s, private exports credits (or 
suppliers’ credits) as a means to finance exports of 
capital goods and other manufactures to developing 
countries have grown increasingly important. These 


credits, together with official aid flows, have sub- 
stantially replaced the traditional financing in the 
form of portfolio investments, i.e. bond floatations 
on the international market. Export credit financing 
has in fact grown on such a scale that, for some 
countries, they represent the largest portion of out- 
standing external public debt. 


Table I-5-1 shows the growing importance of 
export credit flows to all developing countries over 
the last decade. From an annual average of only 
$559.5 million in 1960/61, export credit flows have 
grown to $1,809.5 million in 1968/69, at an annual 
rate of 15.8 per cent. Official flows during the same 
period grew by only 3.3 per cent and total flows by 
5.5 per cent. The estimate of export credits excludes 
part of the funds classified as official flows which are 
in fact export credits granted by public institutions 
in developed countries such as the United States and 
Japanese Export Banks and the German Kreditanstalt 
fur Wideraufbau. 


The cumulative net changes in private insured 
export credits granted to the developing countries by 
the DAC countries between 1956 and 1968 show 
credits with maturities up to five years totalling 
$4,347.3 million, and those with maturities extending 
beyond five years amounting to $5,651.6 million.? 


1 Source: OECD, The Flow of Financial Resources to Less-Develop- 
ed Countries, Development Assistance, 1969. 


Table I-5-1. Net flows of financial resources to 
developing countries, 1960-1969* 


Private flows Private flows 


Official Export 
Average of years Total flows credits» 


(in million dollars) 


1960-61 . . . 8,682.0 5,554.0 559.5 
1962-63. 59s) 3 j0D 2s 0,029.0 616.0 
1964-65 . . . 9,777.5 6,090.0 805.0 
1966-67". . . 10,8290 6,819.0 1,047.5 
1968-69. 5). 13,342.0" © 7,218.5" 1,809.5 


Annual rate of 
growth 1960/61 
to 1968/69 in 
percentages 55 33 15.8 


Official Export 
Others Total flows credits Others 


= (in percentages) 


2,568.5 100 64.0 6.4 29.6 
1,889.0 100 70.7 rive 22.1 
2,882.0 100 62.3 8.2 75:48) 
2,962.5 100 62.9 9.7 27.4 


4,312.0 100 54.1 13.6 32.3 


6.6 


Source: Based on data from OECD, Development Assistance, 1970. 


* From DAC countries only. Gross disbursement minus amortization receipts on earlier lending 


on credits of one year and over. 
> Publicly guaranteed export credits only. 


Public export credits, i.e., those provided by public 


financial institutions in DAC countries, are included under official flows. 


© Bilateral portfolio, multilateral portfolio and private direct investment. 
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The share of the United States in the total private 
insured credits of both types above is small, amount- 
ing to only 2.8 per cent of the total, whereas Japan 
accounts for the major share in the total, at 20.1 
per cent. The United States insurance system is of 
relatively recent origin. Exporters in that country, 
when selling capital goods on credit, could rely on 
the Export Import Bank, a credit institution specially 
established for the purpose. In Europe, on the other 
hand, while the specialized credit institutions have 
been established relatively recently, export credit 
insurance institutions in most of them date as far 
back as the period between the two world wars. In 
more recent years, there has been a move from 
financing by specialized institutions towards insurance- 
backed credits in the United States, whereas, in 
Europe, the move has been towards a greater utiliza- 
tion of specialized financing institutions. 


As a percentage of total financial resources flows 
to developing countries, private export credits have 
grown from 6.4 per cent in 1960/61 to 13.6 per cent 
in 1968/69, while official flows declined in importance 
from 64 per cent to 54.1 per cent. This broadly 
indicates a hardening of terms for the developing 
countries, since export credits are commercial loans 
which generally carry commercial terms as against 
the concessionary aid flows which make up the bulk 
of official flows.” 


Table I-5-2 shows, for selected ECAFE countries, 
the composition of total external public debt out- 
standing at the end of 1968. With the exception of 
India, for which data on export credits are not 
available, the export credits shown include those 
contracted by the Governments in the recipient coun- 
tries and guaranteed by them. The table shows that 
the importance of export credits varies from 67.6 
per cent for the Republic of Korea to 1.5 per cent 
for Singapore. Malaysia, Thailand and Singapore 
seem to have been the main beneficiaries of 
international loans, whereas India and Indonesia 
are the main recipients of loans from Governments 
on a bilateral basis. Malaysia’s 14.4 per cent of 
“other private debts” consists mainly of bond floata- 
tions on the international market. 


A review of net export credits granted by DAC 
countries between 1960 and 1968 on a global basis 
shows that such flows have been unevenly distributed. 
Six Asian countries account for 32.4 per cent of flows 
to all developing countries of the world, three 
countries in Europe for 12.7 per cent, six countries 
in Latin America for 26.7 per cent and six countries 
in Africa for 18.6 per cent. Thus, the twenty-one 


7 Under the Supplementary Terms Recommendation adopted by 
AC in February 1969, official flows are separated into two categories: 
a) Official development assistance, which comprises concessionary aid 
ws, and (b) other official flows, which include mainly export credits 
oy official institutions in donor countries. 


| 


65 


countries above account for 90.5 per cent of all flows 
during 1960-1968. Available data on the geographical 
distribution of the destinations of export credit 
exceeding five years also show an excessive degree 
of concentration, with fifteen selected countries ac- 
counting for 71 per cent of the total of such credits.* 


Table I-5-3 shows the trend of net inflow of 
export credits provided by DAC members to ECAFE 
countries. Table J-5-2 and 1-5-3 are not strictly 
comparable. Table J-5-2 shows data on outstanding 
debt supplied by recipient countries and excludes 
export credits to the private sector unless such credits 
are guaranteed by the Governments in - recipient 
countries. Table I-5-3 is based on data supplied by 
creditor countries and excludes export credits which 
are not insured or guaranteed by the Governments 
in the creditor countries themselves. 


In the aggregate, the ECAFE region has been 
receiving an increasing percentage of total flows to 
all developing countries, from 4.2 per cent in 1960 
to 40.1 per cent of the total in 1968. It must be 
borne in mind that the data in table I-5-3 refer to 
net flows and the low proportion of regional to total 
flows in the years 1960-1962 was mainly caused by 
a substantial net outflow from India. 


Based on data in table I-5-3, table 1-5-4 presents 
the average annual rates of increase of net export 
credits inflows obtained by using least square trends.‘ 
The trend is insignificant for the five countries show- 
ing negative rates of increase, as is borne out by the 
low coefficient of determination. In Indonesia, net 
inflows were large until the payments crisis of 1965, 
when a moratorium was put on export credit inflows, 
resulting in a negative flow. The trend is also in- 
significant for Malaysia, Singapore and Hong Kong. 
For the remaining countries, which have used export 
credits significantly, the positive trend is quite 
significant. 


Terms and conditions of repayment 


Export credits have been criticised as being an 
expensive form of finance because exporters allegedly 
put up the price on such credits and because interest 
rates, while nominally low, are often calculated on 
the basis of the original amount, rather than on 
outstanding balances. Whether or not this criticism 
is justified, the short maturities involved in export 
credits tend to lead to an accumulation of short-term 
borrowings for the finance of long-term investments 
which may lead to balance of payment problems. 


3 OECD and estimates quoted from: IMF, “The Use of Commercial 
Credits by Developing Countries for Financing Imports of Capital 
Goods”, Staff Papers, vol. XVII, No. 1, March 1970. 

“All flows” means “all insured credits including uninsured portions 
of insured credits granted by DAC member countries only”. 

* See explanation of method in notes to table I-5-4. 
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Table [-5-2. External public debt outstanding by categories at 31 December 1968: 


Selected ECAFE countries 


(in million dollars) 


Total debt Loans from international 
outstanding Export credits Other. private debts organizations 
Country Amount % Amount % Amount ve Tr wel S Amount a 
Afghanistane st ae et 6 648.9 100 — a —_— —_— 5) — 
China (Taiwan)... “aus we 842.1 100 131.4 15.6 — a 167.9 19.9 
Ceylonyr an Gent sete 336.7 100 62.5 18.6 7.3 Pag? 46.2 13.7 
India® A wh, tae ma Ooh 100 115.1 1.5 3.9 _ 1,639.0 hen 
Indonesia” . . . . .) . 2,984.8 100 262.8 8.8 195.3 6.5 67.0 RIL 
Tran rec Me fel Ps ees ue Lee 100 672.8 34.8 —_ _ 223.1 11.6 
Khmer Republic® . . . . 49.0 100 15.8 ome _ _— _— _ 
Korea, Republic of . . . . 1,597.8 100 1,080.9 67.6 — _ 40.3 ZS, 
Malaysia 0.0 Ci SO a 460.3 100 12.1 2.6 66.2 14.4 202.4 44.0 
Pakistanme> 296.0) fe. chee osc Ola 100 270.6 8.3 —_ —_— 778.2 23.9 
Philippines) 7. c)aarteeeieenel': 493.2 100 200.8 40.7 12.6. 23 131.1 26.6 
Singapore” eos ler sate 80.0 100 ier 1.2 — oo 75.9 94.9 
64.7 


hngiland'es ey ee Meee Me 311.3 100 20.5 - 6.6 _ _ 201.5 


Source: IBRD, Annual Report 1970. 


Loans from 
Governments 
Amount oY; 
645.4 _— 
542.9 64.5 
220.6 65.5 
5,975.5 77.3 | 
2,459.7 82.4 
1,036.4 53.6 . 
33.3 © 67.9 | 
476.5 29.8 
179.6 39.0 . 
2,212.3 67.8 
148.7 30.1 
2.8 35 
89.4 28.7 


Notes: Export credits include such debts of Governments or government agencies in debtor countries and privately-held debt guaranteed 


by them. 


Other privately-placed debts are those obtained from financial institutions in creditor countries or internationally-placed bonds. 


* Excludes suuppliers’ credit. 
> As of 31 December 1969. 


Table 1-5-3. Net inflow of export credits into the ECAFE region 


(in million dollars) 


Net inflow of export credits 


Country 1960 1961 1962 1963 1964 1965 1966 1967 
Afghanistan . . . 2.71 —3.70 —1.07 0.11 —0.04 3.20 1.76 0.24 
Burin) hom tau a, 4 0.65 0.33 2.43 —1.74 —0.39 3.05 —0.15 1322 
Cevion= a ans ois 0.93 3.39 —2.26 —1.12 6.56 2.32 0.90 34.38 
China (Taiwan). . 3.21 8.16 1.59 —5.41 0.12 9.31 5.86 29.98 
Hong Kong . . . 0.53 6.03 4.39 27.43 —2.86 3.26 26.02 20.42 
India. . . . ./ —66.24 —86.37 —24.19 5.92 104.26 49.72 107.09 40.83 
Indonesia See 25.30 60.45 18.72 17.64 117.37 138.49 —5.47 —67.68 
Tran: Sweet) vec 23.64 —12.86 —15.43 45.28 —107.50 —11.85 34.09 179.21 
Khmer Republic. . — 0.42 —0.21 —0.03 6.57 2.49 8.75 3.31 
Korea, Republic of . —1.28 12.34 6.04 21.02 —8.22° 22.93 87.56 92.36 
Lads eee eas — -—0.05 —0.08 1.06 1.49 0.10 —0.04 —0.08 
Malaysia pt 0.24 4.18 1.90 4.27 14.60 11.16 9.19 —6.55 
Nepal pelt ae oe = 0.10 0.01 1.00 1.82 —0.65 —0.07 1.47 
Pakistan. « «+ . 873 17.12 28.20 —23.58 2.99 15.39 24.97 39.14 
Philippines® (08. 31.74 24.20 0.70 —2.11 14.81 20.96 29.70 83.72 
Singapore “ba thaw 1.66 —0.54 2.94 —2.56 —0.62 0.48 2.92 —0.25 
hailand) yee 10.25 27.86 13.05 40.65 36.92 11.57 4.43 —18.20 
Viet-Nam, Republic of —1.73 1,39 6.94 9.92 4.22 —1.99 —451 —7.81 
Unallocated . . — — -—0.01 23.17 1.09 —0.01 7.91 —1.80 
Total ECAFE . . 22.88 62.45 43.66 160.92 187.10 279.93 340.91 435.91 
Total to developing 

countries . . . 546.00 573.00 572.00 660.00 860.00 750.00 1,214.78 1,052.55 


ECAFE as a propor- 
tion of the total (in 
Pericent)i eto a. sie 10.9 7.6 24.4 21.8 37.3 28.1 41.4 


Source: OECD, Geographical Distribution of Financial Flows to Less-Developed Countries, various issues; 
OECD, Development Assistance, 1969, 1970. 


1968 


9.02 
9.20 
18.29 
49.71 
0.80 
81.85 
—12.32 
129.40 
3.54 
126.29 
—0.13 
3.42 
—3.21 
61.89 
64.66 
5.71 
33.79 
—6.01 
1.00 
576.90 


atleast 


40.0 


1969 


—1.58 
1.30 
3.11 

52.90 
—2.31 
36.25 
—53.91 

379.04 
1.48 

161.55 

—0.03 
0.91 

—0.39 

62.62 
69.06 

245 
53.02 

—1.07 

—0.08 

764.32 


1,905.51 


40.1 


Total 
1960/69 


10.65 
27.90 
66.50 
155.43 
83.71 
249.12 
238.59 
643.02 
20.32 
520.59 
2.24 
43.32 
0.08 
220.01 
337.44 
12.19 
213.34 
—0.65 
31.18 
2,874.98 
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‘able 1-5-4. Annual rate of increase in the net inflow 
of export credits; ECAFE countries 


(in million dollars) 


Annual Coefficient of 

rate of determina- 
increase tion 
Country B? SE* (R?) 
BAG Ebest» 21.80 5.54 0.83 
fran os 3 ere oe 1910 9.86 0.59 
Korea, Renublic af iis elt Bos) 4.51 0.84 
Philippines 2 8.21 3.32 0.68 
Pakistan . . rs 6.28 2.49 0.68 
China (Taiwan) . a) ee 5.71 2.20 0.70 
eM ETEEEC Sy Ves . , « 2.87 1.24 0.66 
Ghats 3S oe nn 1.55 0.58 0.71 
PACNIRM OND alemtiyicl ws ceiges sya: 0.96 19. 0.22 
Khmer Republic. . . . . 0.80 0.37 0.66 
PAPO ANISIANS alae ice fe) uis: | & 0.76 0.39 0.59 
SISADOLERINES SONECera) 26% 0.43 0.36 0.42 
INGaAUSIT MM a Ss favs kk 0.04 0.87 0.02 
Pas hes) 2 « —0.07 0.10 0.27 
NepAMpeete wee Ys 8S 0.25 0.24 0.04 
SrianU gem et, |g = 1.64 2.49 0.24 
Viet-Nam, Republic of . . . —1.32 0.66 0.60 
POAGNCNA0 Mls) eck oxic. ey -«. == 8.15, 8.42 0.34 
Rpatlocated’ rs (5 6 os ww « _— — _— 
MotalEGAREe).°. ss. 52.0% — — 


Total flow to developing countries” 13.2% — — 


Source: Based on table I-5-3, 1960 to 1968 annual data. 


* Rates of annual increase were determined by regressions 
of annual inflows on time; Y = a + Bx where Y = net 
inflows of export credits and x = calendar years, 1960 
= 1, etc., B, the regression coefficient measures the 
annual rate of increase in US$ millions and SE is the 
standard error of the regression coefficient. 


P Annual rate of growth of terminal values, based on 
compounded rate of increase. 


Through the twin measures of providing export- 

redit insurance and facilitating export-credit financ- 
ng itself by granting concessionary interest rates or 
ediscounting facilities, Governments in developed 
iations have encouraged their exporters to sell aggres- 
ively on credit to destinations which, under normal 
commercial practices, would not have been possible. 
some of the facilities provided may include an 
lement of subsidy. 
_ The establishment of export credit insurance 
acilities in virtually all developed countries has 
ireatly facilitated the lengthening of maturities of 
xport-credit financing, as, the longer the repayment 
leriod, the greater the political and commercial risks 
volved and therefore the greater the need for 
xport-credit insurance. 


Under existing export-credit insurance schemes, 
exporter selling on credit may insure part of the 
alue of his exports (between 80 and 90 per cent) 
ainst commercial and non-commercial risks, with 
_ government-operated or government-backed export- 
edit insurance system in his country. Since such 


government-backed or government-owned export-credit 
insurance schemes were established primarily to pro- 
mote exports on credit, not for the purpose of making 
profits, they may be only secondarily concerned about 
the creditworthiness of debtor countries, even though 
they usually do grade countries according to the 
potential risks involved. These insurance facilities 
are therefore partly responsible for the excessive 
accumulations of export credit debts which in some 
recipient countries have led to debt crises and 
renegotiation. 


With regard to the allegation that overpricing 
may lead to excess cost, it is argued that export 
credits, being funds tied to a specific purchase, can 
be likened to tied aid, and are therefore subject to 
the possible excess pricing which has been shown to 
be the characteristic of tied aid. 


A pioneering study dealing with quantitative data 
for Pakistan showed that the weighted average price 
for twenty projects which were financed by tied aid 
was 51 per cent higher than the lowest international 
bids on these projects, and that the tying of foreign 
credits raises the average procurement prices for 
Pakistan by about 12 per cent.® Other studies have 
also come to similar conclusions.® 


Critics of export credits allege that this form 
of finance constitutes the ultimate form of tied aid 
because such credits are tied to a specific commodity 
purchase, as well as to a specific source. Consequent- 
ly, these critics believe that export credits carry a 
high component of excess cost over world price, 
estimated in some cases to exceed 100 per cent.’ 


Compared with cash imports, export credits in- 
deed carry a certain element of tiedness in that the 
particular credit will not be forthcoming unless the 
purchase is made. Therefore, purchase decisions will 
be influenced by availability of financing. 


The objections to export credit are largely based 
on the fact that it can create a monopolistic product 
differentiation for the exporter, and that he can charge 
a higher price if successful. On the other hand, 
when several countries try to create similar product 
differentiation, an oligopolistic situation is generated 
in which the buyer, if sufficiently alert, can derive 
certain bargaining advantages by utilizing the oligo- 
polistic competition among the suppliers. 


5 The estimate of weighted average was obtai~ed by comparing bids, 
rather than actual prices paid, with the lowest price available, and 
therefore represents a range of “potential cost” rather than actual cost. 
Mahbub UI Hag, “Tied Credits — A Quantitative Analysis”, in Adler, 
John H. and Kuzrets, Simon, ed., Capital Movemerts and Econom:c 
Development, Proceedings of a Conference held by the International 
Economic Association (New York, St. Martin’s Press, 1967). 

6 UNCTAD, Second Session, vol. IV, Problems and Policies of 
Financing, 1968. 

7 Pearson Commission, Report, p. 119. 
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However, institutional arrangements in develop- 
ing countries are often such that they only approach 
one supplier and are, therefore, not in a position to 
obtain the best price available in the world market. 
This drawback exists in regard to their cash imports 
as well where importers do not necessarily succeed 
in obtaining the best quality and the cheapest price. 
Perfect competition and perfect market knowledge are 
always harder to approximate in the international 
than in the domestic markets. 


Diversification of import sources is, of course, 
a very important consideration for the developing 
countries, not only in order to obtain better terms 
for export credits, but also with a view to minimizing 
the harmful effects of tied aid. It has been observed 
in Jran, for instance, that, by obtaining aid from 
several countries, while generally enjoying a relatively 
easy foreign-exchange position, the country has been 
in a position to limit the cost of tying by switching 
sources of imports and giving wide circulation to 
project tenders. It has also been observed that, as 
Pakistan managed to diversify its sources of credits, 
it succeeded in obtaining supplies at more competitive 
rates in the world market.® 


Diversification of suppliers in  export-credit 
financing is the stated policy of the Republic of Korea 
which deliberately uses the policy of inducement of 
export credits to minimize its dependence on a single 
country. In 1968, imports utilizing export credits 
came from Japan ($129.3 million), the United States 
($73.7 million), the Federal Republic of Germany 
($41.3 million), and Italy ($15.8 million). This 
indicates that the Republic of Korea has been 
relatively successful in achieving its objective.® 


Turning now to the problems of interest rates 
and maturities, table 1-5-5 shows the comparison of 
future service payments on the various types of 
outstanding debt for a selected group of ECAFE 
countries. Two interesting points emerge from this 
exercise. Firstly, the table shows that amortization 
payments for export credits will be almost entirely 
completed within the period under consideration. 
For other classes of debt, lower proportions of 
amortization payments will be completed. This shows 
that, despite the increasing number of export credits 
of five years and over, export credits in general carry 
far shorter maturities than other types of loans, 
especially those emanating from international organ- 
izations which are definitely long-term in character. 
It seems clear, therefore, that a country which 
accumulates large amounts of export credits, especially 
those of the short-term variety, should be more 
careful in managing its balance of payments problems. 


§ Country study on Iran in UNCTAD, op. cit., and Mahbub UI Haq, 
op. cit. 
® Information supplied by the Bank of Korea. 


' 
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Part One. 


Table 1-5-5. Estimated future debt service payments 
for each type of debt as proportions of total debt 
outstanding of that type’—Selected group of 
ECAFE countries 1968-1977 


(in percentages) 


Amortiza- Total 
tion Interest payments 

Total external debt. . . . 48.3 20.3 68.6 

Privately-held export credits . 98.7 18.9 117.6 

Other privately-held debt? . . 82.8 25.8 108.6 
Loans from international 

Organizations |) ane. ais 36.2 24.4 60.6 

Loans from Governments . . 46.3 19.4 65.7 


Source: Based on data from national and international sources. 


Note: Theselected group of ECAFE countries includes China 
(Taiwan), Ceylon, India, Indonesia, Iran the Republic 
of Korea, Malaysia, Pakistan, the Philippines, Singapore, 
Thailand. 

* Estimated service payments are annual payments during 
the period stated on debt outstanding, including undis- 
bursed, at the inception of the period. Total service 
payments for the whole period are then divided by debt — 
outstanding to obtain the ratios for each category of 
debt. They are not forecasts of the service payments 
which are expected, because new debts may be con- 
tracted and terms and composition of existing debts may 
be changed. 

> Includes loans from financial institutions and publicly — 
issued bonds. | 


There is an optimum combination of different 
types of foreign loans, taking into consideration not 
only the interest rate and the period of maturity, 
but also the expected trade balance, net capital flows 
and the reserve position of the country. Any type 
of loan in excess of this optimum creates balance 
of payments problems. When kept at the optimu 
level, different types of loans can contribute a gre 
deal to development. 


Secondly, when it comes to interest payments, 
however, it is not clear that export credits carry 
heavier interest burden than other types of loans 
In fact, table 1-5-5 shows that, during the same periot 
under study, interest payments on export credits 4 
a percentage of such debts outstanding are lowe 
than interest payments as a percentage of loans i 
the other categories, i.e. government loans and loans 
from international organizations, which appear to bi 
the most expensive. The explanation lies partly i 
the fact elaborated earlier that (a) export credits ar 
competitive credits and (b) developed countries ar 
competing with each other to promote their expor 
giving attractive interest rates to their export cre 
sector. In the case of international financial institt 
tions, on the other hand, the increasing cost of mon 
on the international markets has tended to incres 
their lending costs also. Interest rates on expo 
credits have stabilized under competitive conditio 
and have become almost uniform throughout t 


apter V. Export Credit Flows to the ECAFE Region 
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Table 1-5-6. Commercial credits exceeding five years extended to developing 
countries by members of the Group on Export Credits and 
Credit Guarantees, by purpose, 1963-1968 


(in million dollars) 


Purpose 1963 
Complete plants (including extensions) 449 
FOUCEERE a a ne ne te eS 116 
Chemicals and fertilizers. . . . 153 
Steel and metal products. . . . 122 
Wood pulp and paper... . 8 
Cement Tectfosiee efor in lke 14 
Mining ak Pewee Hast ir ihsyytxe —_ 
CURE of) SSS are eee mas aoe or] 10 
SLGXCUCS Ries Giese « Wripirsih te 7 
DLN Se ee ee a ee ae 19 
Machinery motors and plant equipment” 76 
Ships® ese thee eke ay ae 172 
ANPCESTt eo tye ar ie es 24 
MOCOMIOUVES: «oes eee es 47 
iRog@venieles® sas) at ae ee 1 
Road, railway, and port equipment. . 86 
Telecommunications and clectrical 
equipment . ‘ee 3 a ee ee 38 
Other (unspecified and multi-purpose) 65 
Otalaitel italy sick KhAaiy i 958 


1964 1965 1966 1967 19688 
614 665 520 iW Seve 1,900 
204 163 125 299 650 
119 100 158 235 400 
135 65 68 393 470 
26 75 56 8 5 
13 69 41 83 25 
_ 81 26 40 30 
27 48 17 108 80 
24 33 18 55 60 
66 31 1] 236 180 
145 120 218 273 265 
236 367 403 713 1,050 
59 105 140 301 240 
25 46 80 57 75 
5 14 27 12 10 

61 60 63 79 135 
76 49 72 158 120 
264 186 156 147 165 
1,485 1,612 1,679 3,197 3,960 


Source: OECD, Trade Committee, Group on Export Credits and Credit Guarantees, quoted in IMF, 


Staff Papers, op. cit. 
* Preliminary data. 


» Power plant and transmission equipment included under heading “Power”. 


© Including components and spare parts. 


eloped countries, averaging around 6 per cent. 
comparison, interest rates on World Bank loans 
nted during fiscal year 1969/70 all carried interest 
2s of 6.5 or 7 per cent.1? 


It should be noted however that, in the case of 
ort credits, the interest charges have meaning only 
relation to the price charged for the product. 
s is because the supplier has the option of charging 
igher price and lower interest rate, or vice versa, 
ending on his assessment of the customer’s 
lidity position. 


s of export-credit financing 


Table I-5-6 shows the utilization of export credits 
eeding five years granted by members of the 
CD Group on Export Credits and Credit Guaran- 
. The table shows that complete plants occupy 
omineering position in the total and that the three 
st important categories falling under this heading 
power, chemicals and fertilizers, and steel and 
al products. The financing of sugar and textile 


World Bank, Annual Report 1970. Interest rates on export cre- 
United Nations, Export Credits and Development Financing; 
I, Current Practices and Problems (1966), p. 11 and Part II, 
nal Export Credit Systems (1969), p. 2. 


mills is also becoming important. Among the rest, 
ships (predominantly to sail under the flags of Liberia 
and Panama) occupy the largest percentage, with 
machinery and aircraft also becoming important. 


More detailed statistics on utilization of export 
credits in the recipient country are available for the 
Republic of Korea. During 1968/69, official aid 
imports were used mainly for foodstuffs and crude 
materials, except fuels, (SITC 0 and 1), accounting 
for 78.4 per cent of such imports. Export credits, 
on the other hand, were used mainly for the importa- 
tion of machinery and transport equipment (SITC 7), 
which accounted for 75 per cent of imports financed 
by export credits.'! 


Export credit inflows and economic development 


The tied nature of aid, the delays in processing, 
and its limited quantity in relation to the needs leave 
large gaps in foreign, resource flows which may be 
partially filled by export credits. 


11 Bank of Korea, Statistical Yearbook. SITC 7 also includes con- 
sumer durables and passenger cars, and a further breakdown is needed 
to know the exact utilization of export credits for productive capital 
goods. (SITC = Standard International Trade Classification). 
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Immediately after the Second World War, the 
‘shortage of all kinds of goods presented no need 
for specific export promotion. This situation has 
changed drastically as more and more countries are 
building up their industrial capacities and trying to 
export increasingly larger amounts of virtually every 
commodity traded in the international market. An 
abundant supply situation has created intense com- 
petition amongst suppliers, who attempt to maintain 
their shares of given export markets or tap new 
markets. Export-credit financing has become a stand- 
ard practice in international trade, especially for the 
financing of capital goods. 


The important problem for developing countries 
is not how to restrict such credit inflows, but how 
to make the best use of them by allocating them to 
projects which will contribute to economic develop- 
ment. This entails studies on the best proportional 
combination of export credits and official development 
assistance. 


Developing countries are often denied access to 
lucrative markets for the export of their growing 
production of various manufactures on account of 
their inability to provide the same credit facilities as 
those extended by developed countries. Co-operation 
among developing countries would be very helpful in 


this field. 


In the present situation, export-credit facilities, 
somewhat like private direct investment flows, fre- 
quently include technical “know-how” supplied by 
the manufacturers of equipment who have a direct 
stake in the repayment possibilities of their credits. 
Nowadays, it is quite common, in export-credit 
financing, to have manufacturers design complete 
plants and make recommendations on the selection 
of technical personnel to help the local managers and 
engineers during the plant’s initial period of operation. 


On the other hand, export credits are different 
from private direct investment in that the foreign sup- 
pliers never obtain a stake in the undertaking itself. In 
this respect, such credits more closely resemble official 
aid credits. In addition, export credits can be obtain- 
ed by the public sector in developing countries, or 
be guaranteed by the public sector. Compared with 
private direct investment, they can be geared more 
towards development priorities. It seems that export 
credits, if used judiciously, can combine the advant- 
ages of aid flows and private foreign investment, and, 
thus, may provide a necessary complement to other 
capital inflows. 


Nevertheless, the inherent dangers in the excessive 
use of export credits should be recognized by the 
developing countries concerned. As such credits 
involve future repayment in foreign exchange, the 
Governments of the countries receiving such credits 


Part One. Role of Foreign Private Investment 


should exercise greater control over the inflow and 
use of export credits by the private sector. One 
criterion may be that export credits should be used 
to finance the import of equipment for projects which 
will generate foreign currency income at least equi- 
valent to the yearly loan repayment figures. Foreign 
exchange income should here be interpreted broadly 
to mean direct earnings or indirect earnings if the 
industry established is of the import-substituting 
variety. There is no reason why Governments 
should not carefully include export-credit financing 
in their foreign exchange budget and carefully plan 
the repayments of export credits. 


At present, most developing countries have 
investment boards for the control of direct foreign 
investments, and the inflow of private export credits 
should be similarly controlled and regulated to prevent — 
their use for unproductive imports beyond the means 
of the country. 


One effective way to reduce excess cost would 
be to require importers to submit at least three 
different quotations from suppliers of credit for any 
project to be financed by export credits. India has 
already introduced this stipulation. Another is to 
limit the approval of export credits to those with 
maturities exceeding a certain number of years to 
be used for the finance of long-term capital goods 
imports. The Republic of Korea is imposing limita- 
tions on export credits of below ten years’ maturity. 


Finally, the combining of credits from public 
funds with private export credits may be used more 
extensively. An important innovation is the com- 
bining of private export-credit financing with World 
Bank or Asian Development Bank funds. Since 1965, 
IBRD has done this on several occasions. In 1968, 
four projects in Latin America were financed partly 
by IBRD funds and partly by export credits with 
maturities of ten years. The advantages are many. 
The export contracts under this programme wer 
negotiated under IBRD guidelines for procurement 
including fully competitive bidding. Moreover, IBRD. 
in co-operation with iMF and OECD, has, in th 
past few years, considerably improved the debt an 
debt servicing statistics of developing countries an 
is therefore in a better position to judge the credi 
worthiness of recipient countries than private export 
ers. Governments in recipient countries can hel 
themselves by improving their statistics on debt an 
debt servicing, so that debt crises can be avoided. 


In conclusion, it must be emphasized that t 
test of usefulness of export credits, as with the ca 
of other external capital inflows, is not only th 
such capital will contribute to the economic grow 
of the country, but that it should include consider 
tions on how such capital inflows will influence th 
goals of self-reliant national development. 
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Chapter VI 


INCENTIVES FOR FOREIGN INVESTMENT IN THE 
DEVELOPING ECAFE COUNTRIES 


Most developing countries of the ECAFE region 
ve established regulations for the entry and opera- 
ms of foreign private investment. They also offer 
centives to attract foreign investment. The discus- 
yn of regulations and incentives in this chapter is 
sed mostly on information relating to nine selected 
untries, namely China (Taiwan), India, Iran, 
alaysia, Pakistan, the Philippines, the Republic of 
orea, Singapore and Thailand. As most of the 
idings based on the analysis of this information 
e of a general nature, they should be of interest 

other countries as well. 


Iministrative procedures 


One of the common complaints of foreign in- 
stors has been the bureaucratic procedures and 
lministrative delays involved in processing their 
plications for investment in developing countries. 
| recent years, most countries have simplified their 
ocedures for granting approval of entry and for 
nctioning various facilities. One method that has 
sen introduced to avoid delays is the centralization 
the decision-making process. For example, in the 
epublic of Korea, representatives of the government 
spartments concerned are posted in the Office of 
vestment Promotion (OIP). In China (Taiwan), 
e Industrial Development and Investment Centre 
[DIC) constitutes the central authority. 


Other countries have established contact centres 
r potential investors, which also assist the local and 
reign investors in negotiating terms of collaboration. 
he Federal Industrial Development Authority (FIDA) 
. Malaysia, besides performing its wider function 
f industrial promotion in the country, registers both 
cal and foreign investors, to provide them with the 
scessary facilities. The Centre for Attraction and 
rotection of Foreign Investments in Iran (ACPFI), 
.e Board of Investment in Thailand (BOI), the 
oard of Investments of the Philippines and the 
partment of Investment Promotion and Supplies 
_ Pakistan perform similar functions. In India, the 
overnment has set up the Indian Investment Centre 
assist and promote joint ventures and technical 
laboration. The Government has also delegated 
»wers to a newly-established Foreign Investment 
card which deals with all cases involving total 
vestment exceeding Rs 20 million of equity capital 
d where the foreign investment exceeds 40 per cent 
the issued equity capital. The Economic Develop- 


ment Board of Singapore (EDB) supplies all the 
information required by potential investors, and 
renders ali necessary assistance. 


Most countries do not impose any formal restric- 
tions on the fields for foreign investment. Foreign 
investors can apply for entry into all types of activities 
which are open to domestic investors. However, 
some Governments declare lists of industries in which 
investment is invited. Most often these industries 
entitle the investor to claim various incentives under 
the national investment promotion programme. They 
are called “promotable” industries in Thailand, 
“pioneer status” industries in Malaysia and Singapore 
and “preferred areas of investment” in the Philippines. 


The Republic of Korea has recommended specific 
industries to foreign investors, notably machinery for 
export. India has published three illustrative lists: 
(a) where foreign investment may be permitted; (b) 
where only foreign technical collaboration may be 
permitted; (c) where no foreign collaboration (finan- 
cial or technical) is considered necessary. In the 
Philippines, the constitution provides that “disposition, 
exploitation, development and _ utilization of the 
natural resources of the country shall be exclusively 
reserved to the Philippine citizens or to corporations 
or associations at least 60 per cent of the capital of 
which is owned by such citizens”. 


In practice, most countries encourage foreign 
investment in the fields where it can help resolve the 
balance-of-payments problems by developing import- 
replacing or export-oriented industries. In several 
countries, the emphasis so far has been on import- 
substitution but recently interest has developed in 
export promotion. Foreign corporations are parti- 
cularly invited to those fields where their technology 
and resources can be utilized for manufacturing 
exportable products. 


There is an increasing interest in most countries 
that foreign investment should come into industries 
which have. the maximum linkage effects in the 
economy and contribute to a self-sustaining growth 
process. Many countries expect foreign enterprises 
to gradually substitute foreign personnel by local 
employees in order to spread the technical “know- 
how” in the country. 
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Most countries of the region do not have any 
legal restrictions against wholly-owned foreign enter- 
prises. However, in India, the industrial policy 
enunciated soon after independence stated that, as a 
rule, the major interest in ownership, and effective 
control, should always be in Indian hands. But, in 
practice, the Government has sanctioned majority 
participation of foreign investment in the light of the 
needs of foreign technology or capital in particular 
industries. 


There are also countries, such as Singapore, 
where many foreign investments are wholly-owned 
foreign subsidiaries. China (Taiwan) and the Re- 
public of Korea also have liberal policies in regard 
to permitting foreign ownership. 


In some countries, although there is no statutory 
provision for it, an attempt is made to persuade 
foreign investors at the time of approval of application 
to take local participation. The general trend is to- 
wards encouragement of joint ventures rather than 
foreign branches or wholly-owned subsidiaries. How- 
ever, generally no such condition is imposed by the 
host countries. 


Risks and investment guarantee schemes 


Most developing ECAFE countries have been 
liberal in allowing full remittance of earnings, al- 
though some restrictions are imposed on the repatria- 
tion of capital. This restriction is only in terms of 
the proportion of capital that may be repatriated 
annually: the right to repatriate the full amount is 
honoured. However, foreign investors often feel that, 
in situations of balance-of-payments crisis, there still 
is a risk of their profits and capital becoming 
inconvertible. Other risks which are of concern to 
foreign investors include: expropriation of their assets 
and the uncertainties of war and revolution. Some 
developing countries have given specific assurances 
against expropriation. For example, China (Taiwan) 
has committed itself to a statutory guarantee against 
expropriation or requisition for a period of at least 
twenty years. Most countries have declared in their 
policy statements that foreign investors enjoy the 
same rights as domestic enterprises. Should nation- 
alization be deemed necessary, because of changed 
circumstances or in the public interest, just and fair 
compensation would be paid. Nevertheless, the foreign 
investor usually continues to rely mainly on the 
investment-guarantee programme of his home country. 


A list of investing countries and the year in 
which they established an investment insurance pro- 
gramme is given below.? 


1 OECD, Investing in Developing Countries, 1970, pp. 14-15. 


United States 1948 
Japan 1956 
Germany, Fed. Rep. of 1960 
Norway 1964 
Australia 1966 
Denmark 1966 
Sweden 1968 
Canada 1969 
Netherlands 1969 
Switzerland 1970 


The types of risks covered by the insurance 
schemes are expropriation, war and transfer. The 
geographical coverage of the schemes varies. In the 
United States and the Federal Republic of Germany, 
the insurance schemes cover only those countries that 
have signed bilateral agreements, but, in Japan, the 
insurance has a world-wide coverage. The investment- 
guarantee programme of all the countries fully cover 
the initial investment, but the coverage of reinvested 
earnings and remitted earnings varies from one 
investing country to another. The duration of the 
coverage also varies, from fifteen to twenty years. 
The main features of the guarantee schemes of three 
capital-exporting countries, which are important for 
this region, are summarized in table I-6-1. 


An OECD report gives the following comments 
on the results of investment insurance schemes: 
“From the insurer’s point of view, the outstanding 
fact about the record to date is the small number — 
and value of claims made against investment insurers. — 
While only the United States, the Federal Republic 
of Germany and Japan have any very substantial 
operational experience, it is notable that indemnified 
claims against both the United States and the Federal 
Republic of Germany amount to only about one-tenth 
of one per cent of the value of insurance cover 
contracted. Japan has suffered no losses. 


From these results it might be concluded that the 
risk inherent in investing in developing countries has 
been much exaggerated in the minds of the business 
community. The risks would in particular seem to 
be less for new investments, the bulk of nationaliza- 
tions appearing to hit long-standing investments which 
have strong associations with earlier periods in the 
eyes of local politicians. The relative immunity of 
new investments may also have some substantial basis, 
in that the modern investor in developing countries 
has on the whole learnt to show flexibility in adapting 
his business methods to the particular sensitivities of 
developing countries (e.g. through joint venture 
arrangements and agreements on the employment of 
local labour, etc.). The results of investment in- 
surance schemes may reflect these factors to the extent 
that coverage is available only for new investment. 
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Table 1-6-1. 


Summary of guarantee schemes for overseas direct investment 


Geographic coverage 
a) World-wide 
b) Developing countries only 
c) Countries having signed 
bilateral agreement only 


Country and name of executive 
agency or department 


United States” 
Overseas Private Investment 
Corporation (OPIC). Until c) 
1970, Agency for Interna- 
tional Development (AID) 


c) (to date some 92 countries) a) 100 per cent 
b) 100 per cent of principal 


Coverage of principal and 


earnings® Coverage in case of loss 


a) Initial investment 

b) Reinvested earnings 

c) Remitted earnings (per cent 
of original investment) 


Indemnities paid as a 
percentage of 


recognized loss Reductions in coverage 


Per net worth in 
financial statements 


99 per cent 


Federal Republic of Germany 
Deutsche Revisions — und — 
Treuhand AG and _Inter- c) 
ministerial Board 


c) and some other countries 


Japan a) 
Ministry of International 
Trade and Industry (MITT) c) 


a) 100 per cent 
b) 50 per cent 

8 per cent per annum 
for up to 3 years 


a) 100 per cent 
b) 100 per cent 
10 per cent per annum 


Up to 95 per cent Going concern value 
not exceeding capital 


brought in 


Reduction based on 
book value 


Up to 90 per cent 


Annual premium rates 
Country and name of executive 
agency or department if otherwise shown) 
United States” a) 0.25 per cent (convertibility) 
Overseas Private Investment b) 0.50 per cent (expropriation) 
Corporation (OPIC). Until c) 0.50 per cent (war) 


(percentage of outstanding amounts except 


Accumulated guarantees 


Duration of coverage outstanding 


December 1969: $7.3 billion 
(December 1965: less than $2 
billion) 


Equity = maximum 20 years; 
Loan = duration of the loan 


1970, Agency for Interna- b) and c) combined: 0.875 per cent plus 


tional Development (AID) 0.1 per cent on standby amount 

Federal Republic of Germany 
Deutsche Revisions — und — 
Treuhand AG and _Inter- 
ministerial Board 


three risks together 


0.55 per cent for the three risks 
together 


Japan 
Ministry of International 
Trade and Industry (MITI) 


Source: OECD, Investing in Developing Countries, 1970. 


* This column shows the coverage of principal and earnings for equity investments only. 


wholly cover outstanding principal and interest. 


0.5 per cent of current amount for the 


Normally = up to 15 years; Mid-1969: $280 million 


exceptionally = up to 20 years 


Normally = up to 15 years December 1969: $59.5 million 


As regards loan investments, the schemes 


? The table gives only a presentation of the Specific Risk Guaranty Programme (the new name of this programme, now under the 
administration of OPIC, is Investment Insurance). The Extended Risk Guaranty Programme (also now under the administration 
of OPIC, under the heading of Investment Guaranty) has not been inserted in the table. 


Notes: 


(1) These three countries insure against the risks of expropriation, war and transfer. 


(2) These countries cover several types of investment. Investments can be in the form of (i) equity and loan participation and 
(ii) advances, the consideration for which may be cash, machinery, goods, “know-how” and services. 


Even under the United States scheme, in operation 
since 1948, the bulk of new investments have taken 
alace in the past few years.”” 


Tax incentives 


The foreign investor is concerned mainly with 
wo aspects of taxation in host countries: (a) the 
ax rates applicable to his investment income and 
(b) the tax incentives that reduce the tax rate or 
he tax base. In the developing ECAFE countries, 
he effective tax rate on corporate profits is usually 
much lower than the statutory or standard rate 
secause of liberal tax incentives provided for in- 
yestment. 


_ ? “Foreign investment in developing countries: A pattern of in- 
easing support from the Governments of the capital-exporting coun- 


ies”, The OECD Observer, No. 47, August 1970, pp. 4-5. 


y 
. 


The statutory rates vary markedly among the 
countries. In India, a company in priority industries 
is subject to an income tax rate of 50.6 per cent.’ 
In Pakistan, the combined rate of income tax and 
super tax on companies in which the public are 
substantially interested comes to 55 per cent.4 The 
tax rate in Malaysia is 45 per cent and it is 40 per 
cent in Singapore. 


3 This rate is applicable to a widely-held domestic company (in- 
cluding a wholly-owned subsidiary of such a company), if the total 
income exceeds Rs 50,000. There would be virtually no company 
below this level of business profits: at such low levels, it would be 
better not to form a company because the tax liability as an individual 
would be less. Therefore 50.6 per cent may be taken as the typical 
income tax rate on companies in priority industries. The rate of 
income tax on widely-held domestic companies in other industries is 
55 per cent. 

4The rebate on profits distributed as dividends is withdrawn in 
the 1971-72 budget. 
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Both India and Pakistan impose a higher rate of 
tax on the income of foreign branches which have 
not made the prescribed arrangements for the declara- 
tion and payment of dividends within the country. 
(70 per cent in India and 60 per cent in Pakistan.) 
The higher rate has been justified on the grounds that, 
in the case of a foreign company, the rate includes an 
element of the personal tax leviable on the foreign 
(non-resident) shareholders who later receive the 
distributed profits. This is a convenient method of 
collecting the tax on shareholders of foreign com- 
panies which cannot be realized directly from them. 


In Thailand, the corporate income tax rate varies 
from 15 per cent on the first 500,000 baht of net 
profits to 25 per cent on profits in excess of one 
million baht. In China (Taiwan), the maximum rate 
of income tax for any profit-seeking enterprise, either 
local or foreign corporations, is 18 per cent. In the 
Republic of Korea, the tax rate on an open corpora- 
tion ranges from 16.5 to 27.5 per cent. The Philip- 
pines levies on income tax of 35 per cent on the 
taxable income of domestic corporations exceeding 
100,000 Pesos, the rate for corporate income below 
this amount being 25 per cent. For non-resident 
foreign corporations the rate is a fixed 35 per cent 
on gross income derived locally. 


In most developing ECAFE countries, these rates, 
as such,° are lower than the standard rates of the 
corporate tax in several investing countries, such as 
the United States, the United Kingdom and the 
Federal Republic of Germany where they range from 
42 to 50 per cent. In Japan, the tax rate on undis- 
tributed profits is about 35 per cent. 


However, a comparison of the standard income- 
tax rates on corporations is not valid for showing, 
the relative tax burden on investment income. The 
main reason is that the system of corporate taxation 
differs among the countries. Some treat the corpora- 
tion as a separate entity which has a taxable capacity 
of its own, independent of the tax liability of 
its shareholders. Others give credit to the share- 
holders for the tax paid by their company, as if it 
had been paid on their behalf. Moreover, some 
countries provide different rates for undistributed and 
distributed profits. The rates also vary for different 
types of industries or different sectors of the economy, 
such as manufacturing, mining, public utilities, bank- 
ing and insurance. 


What really matters to the investor is the effective 
rate which he actually pays after adjustments for 
various exemptions, reliefs and deductions. The ac- 


5 In some countries, there is also a tax on dividends to non-resident 
companies (i.e. inter-corporate dividends), which adds to the tax 
burden on foreign investment income. 
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tual tax burden can be found only by analysing the 
financial results of the working of companies in 
different countries, but most developing countries 
have not carried out such studies. 


However, an indication of the difference between 
effective tax rates and standard rates on corporate 
profits can be brought out through a discussion of the 
various tax concessions provided in these countries. 


All the ECAFE countries have established invest- 
ment promotion programmes, and tax incentives 
constitute a part of these programmes. In addition 
to a variety of incentives for promoting both domestic 
and foreign investment, some special concessions are 
offered to foreign investors. The developed countries 
from which foreign investment flows have also taken 
some measures to encourage their corporations to 
invest in developing countries,® but only the incentives 
provided by the host countries will be discussed here. 


The major incentives can be classified as follows: 
(t) Tax holiday for enterprises; (ii) Accelerated 
depreciation allowance; (iii) Development rebate or 
investment allowance; (iv) Carry-forward of losses; 
(v) Income-tax exemption for foreign technicians and 
other foreign experts; (vi) Concessions on import 
duties. 


Tax holiday Most ECAFE countries grant a tax 
holiday to enterprises for a specified period. Gene- 
rally, the tax exemption is given in respect of income 
tax only, but there are special features of this pro- 
vision in each country. 


In Iran, the eligibility for, and the period of, 
tax exemption depends upon the location of the 
enterprise. The concession is not given to enterprises 
located within 120 kilometres of Tehran. It is 
available for only 50 per cent of the taxable income 
and for five years to enterprises within 50 kilometres 
of Isfahan. Complete exemption from income tax is — 
given to undertakings in the border regions, where 
the concession can be extended from five to ten years. 
The list of industries eligible for exemption is revised 
every three years. 


India grants a tax holiday for five years to new 
industrial undertakings, hotels and ships. The amount 
of income-tax exemption is limited to 6 per cent of 
the capital employed. Under certain conditions, the 
exemption can also be given for substantial expansion 
of existing undertakings. 


® Discussed in the following publications: OECD, Fiscal Incentives 
for Private Investment in Developing Countries, 1965; United Nations, 
United States Income Taxation of Private Investments in Developing 
Countries, 1970; OECD, Investing in Developing Countries, 1970. 
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In Pakistan, the tax holiday for industrial under- 
akings set up between 1 July 1970 and 30 June 
1975 varies from three to six years, depending on 
he area of the country in which the enterprise is 
ocated. The areas have been divided into three 
vategories eligible for tax exemption for three, four 
and six years. Developed areas, such as Karachi, 
are excluded from the purview of the tax holiday 
provision during the fourth plan period (1970-1975). 
Further conditions are specified for a company to 
9e eligible for tax exemption. Its paid-up and 
authorized capital must be more than $10,000. It 
must set apart 40 per cent of its profits and distribute 
he remaining 60 per cent or pay a dividend of 10 
ver cent, whichever is less, 


Thailand grants “promotion certificates” to enter- 
srises by which they can claim exemption from 
sorporate income tax for a period of five years. The 
ax benefit is available only to new enterprises and 
is not given for the expansion of existing enterprises. 


Singapore gives this tax privilege to “pioneer” 
enterprises, defined as those manufacturing commodi- 
ies which are not being produced in the country or 
are not produced in sufficient quantities to meet local 
requirements. The period of tax exemption varies 
from two to five years depending on the amount of 
sapital investment; two years where the fixed capital 
s less than $$250,000, three years where the invest- 
ment is between $$250,000 and $$500,000, four years 
for that between S$500,000 and S$1 million, and five 
years for enterprises with fixed capital exceeding S$1 
million. Exports enjoy an additional concession. 
Even after the five-year full tax holiday from income 
fax, a low rate of only 4 per cent (i.e. only one-tenth 
of the corporate income tax rate of 40 per cent) is 
levied for an additional period of ten years. Exports 
of even non-pioneer enterprises can enjoy this tax 
concession of 4 per cent for a period of fifteen years. 


In Malaysia also, the tax relief is given to com- 
panies which have been granted “pioneer” status. 
The tax exemption is initially given for a period of 
two years to all pioneer companies, but it can be 
extended by another period of three years on the 
basis of the amount of capital invested; an extension 
of one year for companies which have incurred 
fixed-capital expenditure of not less than M$250,000 
by the end of the third year of production, of two 
years for those with expenditure of not less than 
M$500,000 by the end of the fourth year, and of three 
years if the expenditure is not less than M$1 million 
by the end of the fifth year. In addition to the 
five-year tax holiday mentioned above, a further 
extension of one year can be given to companies on 
the basis of each of the following criteria designed 
to promote balanced development: (a) development 
areas declared by the Government; (b) specified 


priority industries; (c) specified proportion of do- 
mestic materials used. The total period of tax holiday 
can thus be eight years. 


China (Taiwan) grants a five-year tax holiday 
to “productive enterprises” that conform with the 
encouragement criteria prescribed by the Government. 
The Statute for Encouragement of Investment specifies 
the types of activities which are considered to be 
productive. 


In the Republic of Korea, tax exemption is given 
for property tax in addition to corporate income tax. 
Besides the full exemption for five years, a concession 
of 50 per cent of the tax can be given for a further 
period of three years. These incentives are granted 
to foreign enterprises under the Foreign Capital 
Inducement Law. Dividends paid to foreign nationals 
who have obtained an authorization at the time of 
making the investment are completely exempted from 
income tax for the first five years of the enterprise 
and a concession of 50 per cent of the income tax 
is given for a further period of three years. 


The Philippines has specified certain “preferred” 
areas of investment which are divided into “pioneer” 
and “non-pioneer” areas. An Investment Priorities 
Plan is prepared annually to specify the activities in 
agriculture, mining and manufacturing which are to 
be accorded preferred status and thereby enjoy the 
incentives under the Investment Incentives Act. “A 
preferred pioneer area is one which, besides being 
important to national economic development, involves 
the manufacture or production of commodities or raw 
materials that are not being produced on a commercial 
scale in the Philippines, or which uses a new and 
untried design, formula or process for producing or 
transforming raw materials into finished goods.”? 
The tax exemption is granted only to pioneer enter- 
prises. Unlike the tax holiday provision in other 
ECAFE countries, the exemption covers all taxes other 
than income tax. Moreover, the scale of tax con- 
cession declines gradually over the specified period, 
from 100 per cent up to 31 December 1972, to 10 
per cent during the years 31 December 1979 — 31 
December 1981. 


This review has brought out several variations 
of the tax holiday provision in different countries. 
The period varies from two to ten years. There are 
various criteria on which the concession is based, 
e.g. location of the enterprise, amount of investment 
involved, new enterprise or an item of manufacture 
which is new to the country, and exports. The tax 
benefit generally pertains to the full amount of 
income-tax liability of the enterprise, but there are 
variations in India, the Republic of Korea and the 
Philippines. 


7 Sycip, Gorres Velayo and Co., Doing Business in the Philippines, 
Makati, Philippines, April 1970, p. 22. 
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Accelerated depreciation. Accelerated deprecia- 
tion is permitted in various forms, in addition to 
the normal rate. India gives an additional allowance 
of 50 per cent if plant and machinery are used on 
a double shift and 100 per cent on a triple shift. 
Pakistan provides an initial depreciation of 25 per 
cent in the first year of the installation of plant and 
machinery, in addition to the normal depreciation. 
Singapore allows full depreciation of the fixed assets 
(i.e. up to 100 per cent of the cost) in the very first 
year. There are special provisions for accelerated 
depreciation in some other countries also. For ex- 
ample, Malaysia allows depreciation of 40 per cent, 
instead of 10 per cent, to enterprises which export 
more than 20 per cent of their total production. In 
China (Taiwan), when a productive enterprise re- 
novates its machinery or equipment, it can reduce 
the period of depreciation of the asset by one-third 
the number of years prescribed in the Income Tax 
Law. 


The depreciation allowances are cumulative, and 
they cannot exceed the cost of the asset. An enterprise 
is able to postpone a certain amount of tax liability 
and thus to increase its liquid resources in the early 
years of undertaking the investment; thereby the risk 
of investment is also reduced. 


Development rebate. The development rebate, 
which is usually given in the year of acquisition of 
an asset, constitutes an outright subsidy on invest- 
ment. Since it is given in addition to depreciation 
allowances, the rebate ultimately allows the enterprise 
to deduct more than 100 per cent of capital expendi- 
ture on an asset from its income before taxes. All 
these allowances increase the prospective profitability 
of investment. 


India has a specific provision for development 
rebate. There are four rates for different activities: 
40 per cent for ships, 35 per cent for selected export- 
oriented industries, 25 per cent for specified priority 
industries and for hotels, and 15 per cent for other 
industries. In Malaysia, 25 per cent of capital 
expenditure incurred on the expansion of a factory, 
plant or machinery is exempted from income tax. 


The development rebate is given in a different 
form in some other countries. In Singapore, for 
example, a manufacturing enterprise which expands 
through the increase of investment is granted tax 
exemption on the increased income for a period of 
up to five years, provided that the value of the 
productive equipment after expansion is at least 30 
per cent greater than that of the original equipment. 


Accelerated depreciation, development rebate and 
other concessions related to fixed investment are likely 
to encourage capital-intensive methods rather than 
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labour-intensive methods. Even if economic criteria 
justify a greater use of labour, capital equipment 
would be preferred if it qualifies for a development 
rebate that confers greater benefit. Thus, this type of 
incentive could create a tendency towards less efficient 
use of capital resources. To remove this bias of the 
development rebate towards capital-intensive techni- 
ques, some economists have suggested other bases for 
granting the investment allowance: the benefit might 
be related to turnover® instead of investment in fixed 
capital, or it might be based on the rate of increase 
of turnover.® 


Carry-forward of losses. A provision to offset 
net losses against subsequent profits allows enterprises 
to utilize fully the tax concession of depreciation, 
development rebate and tax holiday. In the early 
years of operation, corporate profits may not be 
large enough to absorb all these concessions, unless 
there are carry-forward provisions for them. Special 
provisions to this effect are made in the tax laws 
of some countries, for example, India, Pakistan, 
and the Philippines. In India, the depreciation 
allowance can be carried forward indefinitely, the 
carry-forward of unused tax exemption due to de- 
ficiency of profits during the tax holiday is limited 
to three years, while that of loss sustained under any 
head of income is allowed for eight years. Pakistan 
allows carry-over of losses for six years, but they can 
be set off only against income from the same business, 
profession or vocation. The unabsorbed depreciation 
can, however, be carried forward for an indefinite 
period. In the Philippines, the net operating loss in 
any of the first ten years of a business can be carried 
forward for six years following the year of such 
losses. In Malaysia, losses incurred every year 
throughout the tax relief period can be aggregated 
fér deduction in a later period. 


Other incentives 


In some countries, the dividends paid to com- 
panies, local or foreign, enjoy a concessional rate of 
tax, compared with the standard tax rate on corporate 
profits. Royalty and interest payments to foreign 
companies are also subject to a concessional tax rate. 
In several countries, payments of interest on approved 
foreign loans are exempted from income tax. 


Although most foreign investment comes from 
corporations abroad and it is corporate taxes that are 
generally relevant to such investment decisions, under 


8 Ackley, G. and Dini, L., made this suggestion for the develop- 
ment of southern Italy in “Tax and credit aids to industrial develop- 
ment in southern Italy”, Quarterly Review, Banca Nazionale del 
Lavoro, December 1959. 

° Knorr, K. J., and Baumol, W. J., What Price Economic Growth? 
(Prentice-Hall, 1961). 
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certain circumstances, personal taxes also impinge 
upon foreign investment. Direct investment is likely 
to be accompanied by some foreign technicians and 
managerial personnel. To provide an incentive for 
specialists to serve abroad, some countries have made 
provisions for tax relief for foreign personnel. India 
and Pakistan completely exempt foreign technicians 
from income tax on their remuneration for three 
years. The technician can enjoy the benefit for a 
further period of five years if the tax on his salary 
is paid by his employer. In the Republic of Korea, 
foreign personnel employed in foreign enterprises 
are exempted completely from personal income-tax 
liability. 


Several countries grant exemption from customs 
duties on equipment, machinery and raw materials 
required for approved industrial activities. In some 
industries, these duties form a substantial part of the 
cost of production. The tax exemption therefore 
provides an important incentive for investment. The 
Republic of Korea grants permanent exemption from 
import duties. In Thailand, “promoted” enterprises 
are granted “exemption from import. duties on the 
machinery, component parts and accessories which 
are required for the industrial activity. This shall 
include prefabricated factory structures to be installed 
for carrying on the industrial activity or such other 
materials and equipment for the construction thereof 
as may be approved by the Board of Investment under 
such conditions as it deems fit, provided that similar 
materials approximately equal in price and quality, 
are not being produced within the country in 
sufficient quantity”.1° Apart from this tax exemption 
for machinery etc., Thailand gives concession on 
import duty for raw materials. The Philippines 
‘permits imports on a tax-free basis for seven years 
from the date of registration of the enterprise. China 
(Taiwan) allows customs duties on machinery and 
equipment to be paid in instalments, payable from 
the first day of the second year after commencing 
production. The length of the period for paying the 
instalments can be extended up to five years. 


Protection of selected industries by imposing high 
tariffs or quantitative restrictions on competing im- 
‘ports appears to have acted as an effective incentive 
for attracting and holding foreign private investment 
in many developing countries. The question of the 
extent of protectionist policies that should be pursued 
to foster domestic enterprise, or to encourage foreign 
investment, is controversial. The effect of such 
policies on the cost-price structure of the country in 
particular has been debated at length. But the 
‘opinion is widespread that these policies have been 
‘more powerful than the tax incentives in attracting 
‘foreign investment. 


10 Promotion of Industrial Investment Act B.E. 2505 (1962), Board 
of Investment, Bangkok, p. 4. 


Another type of effort to promote both domestic 
and foreign investment has been the improvement of 
infrastructure facilities. One of the effective appro- 
aches has been the establishment of industrial estates 
and free trade zones for export industries, such as 
Jurong Estate in Singapore and the Kaohsiung Export 
Processing Zone in Taiwan. 


Concluding remarks 


The above review of tax incentive programmes 
of different countries indicates that there is increasing 
competition among the countries, which may have led 
to revenue losses without corresponding gains in 
attracting foreign investment. These tax concessions 
are granted mostly to the expanding sectors of the 
economy, and, if the incidence of taxation on such 
sectors is markedly reduced through revenue losses, 
the income elasticity of the entire tax system will be 
affected. 


There is a need to harmonize fiscal incentives 
among the developing ECAFE countries. A scale of 
tax benefits may be formed in relation to the actual 
performance of the enterprise. A United Nations 
report on the harmonization of fiscal incentives 
suggests the criterion of local value added to secure 
increasing linkage effects for the region.11 The tax 
benefit would be related to local value added as a 
percentage of total value of output sold by the enter- 
prise during the year. Enclave industries are treated 
as a separate group. ‘The scale of incentives suggest- 
ed in the report takes into account the needs of 
special areas within countries and of less developed 
countries within the region. However, the criterion 
is designed mainly to encourage the use of regional 
manpower and material resources. A special study 
is required to formulate the bases for a harmonization 
of fiscal incentives which would be most beneficial 


to the ECAFE countries. 


Tax concessions given by host countries will have 
only limited usefulness as incentives to foreign enter- 
prise if there is no tax treaty with the investing 
country for the avoidance of double taxation. The 
treaty must include a method to provide full benefit 
of the concession to the foreign enterprise which is 
not “frustrated” by taxation in his home country. 
The United Nations document on Tax Treaties be- 
tween Developed and Developing Countries has already 
raised this issue and discussed several methods to 
obtain this objective.!” 


11 United Nations Economic Commission for Latin America 
(ECLA) Office for the Caribbean, Report of the United Nations Expert 
Team on Harmonization of Fiscal Incentives to Industries in the 
Caribbean Free Trade Area, 1969 (E/CN.12/845). Also see, ECLA’s 
Report of 2 November 1970 (ECLA/POS.70/16). 

12 United Nations: Tax Treaties between Developed and Develop- 
ing Countries, 1969. (Sales No.: E.69.XVI.2). 
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Chapter VII 
CAPITAL MARKETS OF SELECTED ECAFE COUNTRIES 


The capital markets of the host countries are of 
great importance for the promotion of joint ventures, 
which require both equity and loan capital from the 
local sources. This chapter discusses the various 
constituents of the capital markets in selected ECAFE 
countries and the nature and extent of the financial 
resources provided by them. Suggestions are made 
for the extension of these markets to help promote 
intraregional investments as well as foreign invest- 
ments from outside the region. 


In this discussion, the concept of capital market 
covers all those financial instruments and institutions 
which collect funds of savers and distribute them 
among investors on a long-term basis; it is not 
confined to the security markets narrowly construed. 
The money market in the sense of dealings in 
short-term funds is excluded as it is not germane to 
this subject which relates to investments of a long-term 
nature. This does not imply that the money market 
and the capital market so conceived are rigidly 
separate from each other. It is recognized that there 
are interconnexions between the two, some funds 
move from one to the other and several institutions 
are common to both. From the viewpoint of the 
enterprise also, when the finances have been raised, 
there is no rigid earmarking of funds for working 
capital and fixed investment. They form a common 
pool from which drawings are made, as required, 
for one purpose or another. However, for the 
analytical purpose here, it is useful to distinguish 
between the sources of short-term and long-term funds 
and concentrate upon the long-term capital markets. 


The scope of the capital market can be indicated 
in terms of the types of financial assets which are 
traded such as corporate shares, bonds, debentures 
and other debt instruments, as against the short-term 
treasury bills, bills of exchange and other commercial 
paper which are dealt with in the money market. 
Thus, the financial institutions relevant to our 
subject are the commercial bank in its capacity as 
a supplier of medium and long-term credit, the 
development bank, the new issue market and the stock 
exchange. 


These constituents of the capital markets of 
investment-receiving countries play an important role 
in the promotion of foreign collaborations and port- 
folio investments, although they do not have the same 
significance for foreign branches and wholly-owned 
subsidiaries. The latter may not be interested in 
seeking equity capital from the host countries, but 
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they do need local credit for financing current assets; 
otherwise such assets would have to be financed by 
the companies with their foreign exchange resources.! 
In fact, foreign investors have often mentioned difh- 
culties in raising local capital as a deterrent to 
investment.” 


The subject of the adequacy of the capital market 
in relation to foreign investment will assume increas- 
ing importance because of the increasing emphasis 
on joint ventures recently expressed in national policy 
statements on foreign investment. The need to ex- 
pand the scope for portfolio investments, discussed 
later in this chapter, also can be expected to increase 
the role of the capital market. 


The size of the capital market depends on the 
volume as well as pattern of domestic savings, that 
is, the relative share of different sources of savings 
and the composition of household savings. The 
savings of corporations generally do not channel 
through the capital market nor do most of the govern- 
ment savings. Of the household savings, the relevant 
part is those in financial forms. 


In most developing countries of the region, 
households, including private non-profit institutions 
and unincorporated enterprises, account for one-half 
to two-thirds of gross domestic savings.? The forms 
to which households allocate their savings are mostly 
non-financial physical assets, such as commodity 
stocks, land, residential dwellings and non-corporate 
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countries for the period 1955-1959 indicate that 
households in most countries accumulated one-half to 
three-fourths of their gross savings in the form of 


1 This would also increase the foreign exchange liabilities of the 
host countries. 

2 The National Industrial Conference Board, Obstacles and Incen- 
tives to Private Foreign Investment, 1967-1968, vol. 1: Obstacles 
(Studies in Business Policy, No. 130), New York, p. 8 and pp. 70-71, 
87, 100, 109. 

3 United Nations, Economic Bulletin for Asia and the Far East, 
vol. XII, December 1962. More recent data for countries indicate 
this proportion as follows: 70.5 per cent in China (Taiwan) (1965- 
1969); 71.1 per cent in the Philippines (1965-1969); 60.2 per cent in 
Malaysia (1962-1966). Source: United Nations Yearbook of National 
Accounts Statistics, 1969, vol. 1: Individual country data, and source 
for China (Taiwan): National Income of the Republic of China, pre- 
pared by the Director-General of Budgets, Accounts and Statistics, 
Executive Yuan, October 1969. In Pakistan, savings of households 
and unincorporated enterprises formed 87.2 per cent of gross domestic 
savings in 1963. (Source: Asbjorn Bergan, “Personal Income Dis- 
tribution and Personal Savings in Pakistan, 1963-64", Pakistan Deve 
lopment Review, vol. VII, No. 2). In India, the fourth five-year plan 
April 1969 to March 1974, envisages household and co-operativ 
saving at 61.0 per cent of total domestic saving. 


Chapter VII. Capital Markets of Selected ECAFE Countries 79 


non-financial assets. In fact, as the ECAFE Bulletin 
of December 1962 pointed out: “It would not be 
surprising if household saving in the form of tangible 
assets accounted for three-fourths or more of total 
net household saving for many of the less developed 
countries of the region.’ 


Such comparative data on the composition of 
household savings in different countries of the region 
are not available for recent years, but the preferences 
do not appear to have significantly changed. For 
example, in India, non-financial assets during 1955- 
1958 formed 54.9 per cent of net household saving 
and even recent estimates place them at roughly 
one-half of the household saving.® 


Besides the small volume of savings, the existing 
pattern of savings imposes a limitation on the size 
of capital markets in the developing ECAFE countries. 
The size of these markets should ideally be studied by 
analysing the sectoral flow-of-funds accounts, but such 
data are not available for most countries. The dis- 
cussion on size, therefore, has to be in a descriptive 
and qualitative manner. 


Information on the functions and performance 
of different constituents is available and it will be 
used for analysis. Attention is focused on selected 
institutions, namely commercial banks, development 
banks, new issue markets and stock exchanges. Other 
constituents, such as agricultural credit banks, co- 
operative credit societies, and mortgage and housing 
finance institutions, are not covered. 


Commercial banks 


Commercial banks form the most important 
constituent of the capital market in most developing 
countries of the region. Although traditionally they 
confined their credit to working capital, during recent 
years the commercial banks have been giving sub- 
stantial amounts of medium-term finance and even 
long-term loans to industry. This is usually done by 
repeatedly “rolling over” short-term advances. To 
well-established and regular customers, the banks have 
also extended “term” loans straightaway. For ex- 
jample, in Pakistan a recent survey conducted by the 
tate Bank showed that about 35 per cent of the 
otal advances of commercial banks displayed the 
“character” of long-term loans. In the Republic of 
orea, loans for financing equipment formed about 


4 United Nations, Economic Bulletin for Asia and the Far East, 
III, December 1962, p.5. This is in sharp contrast to the developed 
ountries where financial savings form a major proportion of total 
savings of households. Net financial saving as a percentage of net 
saving of households in certain countries during the period 1960-1965 
ere as follows: Japan 77.3; France 69.5; Federal Republic of Ger- 
any 67.4; United Kingdom 56.0; United States 52.6 per cent. 
urce: OECD, Capital Markets Study-General Report, 1967, p. 93. 


5 Reserve Bank of India Bulletin, July 1970, p. 1101. 


32 per cent of the total increase in bank credit during 
1968. In Ceylon, 27 per cent of the total commercial 
banks’ credit at the end of 1968 was long term and 
another 34 per cent comprised maturities ranging 
from six to thirty months, while the remaining 39 
per cent was for a short term of less than six months. 
The four-year plan of the Philippines (1970/71- 
1973/74), envisages that, out of the total credit to 
be extended by commercial banks to manufacturing 
and mining, 10 per cent will be used for capital 
formation. In India, an ad hoc survey in 1962 
revealed that medium-term loans formed only 8 per 
cent of the total commercial bank credit, but, since 
then, the banks have been increasingly involved in 
term-lending. 


However, the enterprise is concerned with the 
total requirements for gross asset formation consisting 
of both working and fixed capital. In this total 
picture of finances of companies, commercial banks 
constitute an important source of funds. In Pakistan, 
bank credit formed 19.7 per cent of the flow of funds 
in the corporate sector during 1969/70. An Indian 
study shows that, in 1966/67, banks provided 20.3 
per cent of the finances for gross asset formation of 
public limited companies.” 


Table J-7-1 gives the amounts and proportions 
of credit extended by commercial banks to different 
sectors of the economy in nine selected ECAFE 
countries. During the period 1960 to 1969, there 
was generally a marked shift from trade to industry, 
in line with the structural changes in these economies. 
At the end of 1969, the manufacturing sector was 
the most important recipient of bank credit in four 
countries, namely China (Taiwan), India, the Re- 
public of Korea, and Pakistan, accounting for 40 to 
68 per cent of the total bank credit. In Ceylon, 
Malaysia, the Philippines, Singapore and Thailand, 
‘commerce’, including foreign trade, got the largest 
proportion of bank credit. Even in these countries, 
where foreign trade accounts for a substantial part 
of the gross national product, the share of the 
commerce sector generally declined, while that of 
manufacturing increased markedly; the only exception 
being the Philippines. 


Facilities for commercial bank credit have ex- 
panded strikingly during the last decade or so. This 
is evident from table I-7-2, which gives the proportion 
of bank credit to gross domestic product in 1960 
and 1969. This proportion in 1969 ranged from 10 
per cent in India to 35 per cent in Singapore, having 
more than doubled in five countries and invreased 
by 50 per cent in two other countries during a 
nine-year period. 


8 Large-scale industries only. Fourth Annual Report of the Invest- 
ment Corporation of Pakistan, 1970, p. 6. 
7 Reserve Bank of India Bulletin, August 1969, pp. 1175-1178. 
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Table I-7-2. Commercial banks’ credit (outstanding) as percentage 
of gross domestic product 


(in million units of national currency) 


Bank credit 


Gross domestic product at Bank credit as percentage 


Country Gareence (outstanding) current market prices of GDP 

1960 1969 1960 1969 1960 1969 
OONMO MME Gs es, Os, Rs 548.6° 1,513.5 6,686* 11,765 8.21 12.86 
China (Taiwan) . cane NT$ 9,275 57,504 62,566 191,019 14.82 30.10 
RGR 2 a) Rs 13,062” 30,644° 141,010° 304,900° 9.26 10,05 
Korea, Rep. of tees Won 12,778" 325,783 294,040 2,005,600 4°35 16.24 
MaLIehitMma Mh Ti. oer M$ 510.3 1,998.9 6,019 10,370 8.48 19.28 
TORR sc 2) in Rs 2,043.8 10,383.3 31,4729 68,300° 6.49 15.20 
Philippines Peso 1,684.6 5,896.4£ 13,390 29,843° 12.58 19.76 
PIPE Gs ws s$ Fal2* 1,727.2 2,97 1.4* 4,833 30.83 35.74 
Thailand . Baht 3,809.3 17,776 53,984 130,613 7.06 13.61 


Sources of GDP data: 


Ceylon: Government of Ceylon, Department of Census and Statistics. 

China (Taiwan): Directorate-General of Budgets, Accounts and Statistics, Netional Income of the Republic of China, 1970, p. 87. 
India: Government of India, Estimares of National Product 1960/61 to 1968/69, August 1970, table 4, p. 6. 

Korea, Rep. of: Bank of Korea, Economic Statistics Yearbook 1970, table 6, pp. 10-11. 

Malaysia: Bank Negara Malaysia, 10th Anniversary Commemorative Issue, March 1969 and Annual Report, 1969, table 23, p. 5. 
Pakistan: Government of Pakistan, Pakistan Economic Survey 1969/70, Statistical Section, table 2, pp. 4-5. 

Philippines: Philippines National Economic Council, The Statistical Reporter, January-March 1969 and April-June 1970 issues, table 1, 


pp. 2-3, and table 1, p. 17, respectively. 


Singapore: United Nations Monthly Bulletin of Statistics, February 1971. 
Thailand: National Economic Development Board, National Income of Thailand, Revised Estimates, 1960-1969. 


Notes on fiscal year: 


Ceylon, January-December; China (Taiwan), July-June; India, April-March; Korea, January-December; Malaysia, 


January-December; Pakistan, July-June; Philippines, January-December; Singapore, January-December; Thailand, January-December. 


* 1961 figure. 

» 1960/61 gross domestic product at current factor cost. 
© 1967/68 gross domestic product at current factor cost. 
4 1959/60 gross domestic product at current factor cost. 


However, in view of the nature of their demand 
abilities, the commercial banks have to maintain a 
ertain proportion of liquidity, and they cannot, 
nerefore, go far in extending long-term credit. 
‘here must be some other institutions which specialize 
1 meeting the needs of long-term loans. 


Yevelopment banks 


: Almost all countries of the region have now 
stablished development banks to fill a major gap of 
mg-term finance in the structure of industrial 
mancing. Although the banks were generally spon- 
ored by Governments, the management and control 
1 most countries is private. In some countries, both 
rivate and government-managed banks operate. The 
jakistan Industrial Credit and Investment Corporation 
limited (PICIC) and the Industrial Credit and In- 
stment Corporation of India (ICICI) are private 
evelopment corporations, while the Industrial De- 
lopment Banks, IDBP and IDBI, are run by the 
jovernment in each country. In the Philippines, in 


© 1968/69 gross domestic product at current factor cost. 
f 1968 figure. 
® 1962 figure. 


addition to the government-owned Development Bank 
of the Philippines (DBP), there are four private 
investment banks and development corporations. 


The development banks render a variety of 
financial and promotional assistance, such as direct 
loans to industry, underwriting of and subscription 
to new issues of companies, refinancing of loans 
extended by other agencies, guarantee of deferred 
payments in respect of foreign loans, and managerial 
and technical service to private enterprise. 


The total financial assistance disbursed by de- 
velopment banks showed a remarkable expansion 
during the period 1960-1969 (see table I-7-3). The 
rate of increase of assistance per annum (compound 
rate) is not comparable among the countries as some 
of the banks had extended a very small amount in 
the base year 1960, but total disbursement as a 
percentage of value added by manufacturing also 
showed a tremendous rise in most countries, as much 
as four to seven times. The only exception is the 
Republic of Korea, where foreign loans constitute a 
large part of the total borrowing. 
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Most development banks provide loans in foreign 
urrency also. In some cases, the foreign exchange 
xrmed a large proportion of the total disbursements 
1ade up to the end of 1969: 75-80 per cent in 
akistan (PICIC—76 per cent, IDBP—80 per cent), 
8 per cent in China (Taiwan) and 40 per cent in 


hailand. 


Some banks have made substantial investments 
1 the equities of private enterprise and thereby 
elped the expansion of security markets. The 
ivestments of development banks in China (Taiwan), 
ndia, and the Philippines formed 7 to 12 per cent 
f their total disbursements. In the Republic of 
orea and Singapore, these proportions were as high 
s 26 and 30 per cent respectively (table I-7-3). 


‘ew issue markets 


New issues provide a small proportion of funds 
squired by the corporate sector, but relevant data 
re available for only a few countries. In India, 
ew issues in 1966/67 represented only 4 per cent 
f the total funds used for asset formation by the 
orporate sector.® In Pakistan, the contribution of 
stitutions and the general public to new issues 
ccounted for 7.6 per cent of the financing of gross 
ivestment in the corporate sector during the third 
lan (1965-1970) .° 


The new issue market is not one identifiable 
istitution of finance with a separate geographical 
<istence. It is an organization of several institu- 
ons: (a) issuing houses'® (investment bankers in 
1e United States and syndicates of banks in Europe) ; 
>) underwriters and sub-underwriters; and (c) 
ock-brokers. An active stock exchange is necessary 
, establish an efficient new issue market. 

The development banks and other specialized 
aancing institutions now provide increasing facilities 
‘ underwriting. Some other institutions, such as 
mmercial banks, insurance companies and pension 
provident) funds, also participate in this market. 
owever, an organized and integrated new issue 
arket has not yet grown in most developing ECAFE 
suntries. 

Ae 

P Reserve Bank of India Bulletin, August 1969, pp. 1175-1178. 

© Fourth Annual Report of the Investment Corporation of Pakistan, 
0, p. 6. 

2° The issuing house advises its clients (companies) on various 
yects of making the new issue. But in its capacity as an inter- 
ediary between the issuing company and the investors, it has a 
onsibility to the public. ‘‘The fact. that a long-established issuing 
se will sponsor an issue helps to enlist the confidence of the in- 
tor, who has the assurance that it has been the subject of expert 
mination and is being made on reasonable terms and under 
utable auspices.” Report of the Committee on the Working of the 
netary System (The Radcliffe Committee), Her Majesty’s Stationery 
ice, London, 1964, p. 78. 


Stock exchanges 


Most developing countries of the region have 
now established a stock exchange or stock exchanges, 
but the size of this secondary market for trading in 
‘already-existing’ securities is yet very small. Table 
I-7-4 gives information regarding the year of estab- 
lishment, number of companies listed and market 
value of the total capital of listed companies on the 
stock exchanges of seven countries of the region. By 
comparison, although exactly comparable magnitudes 
are not available, the number of security issues listed 
as against number of companies and the market 
value of listed securities as compared with the total 
capital of listed companies in the capital markets 
of five developed countries are shown in table I-7-5. 
The ratios of market values to gross national product 
in the two tables indicate the comparatively small 
size of the markets of developing countries. The 
ratio for the United States is 12 to 15 times that 
of the largest markets (in relation to GNP) in the 
ECAFE region, namely the stock exchanges of India 
and the joint stock exchange of Malaysia and 
Singapore. 


Most of the stock exchanges of ECAFE countries 
are yet very young (except for those of India and 
the Philippines), having been started in the 1960s. 
These countries are making special efforts to build 
up their security markets. At least three countries, 
Pakistan, Singapore and Thailand, have recently 
carried out special studies. with the assistance of 
United States experts’! who had had experience of 
capital markets in the developed countries. 


Extension of capital markets 


This discussion of the capital markets of the 
ECAFE region shows that the developing countries 
have established most of the institutional structure 
necessary for the promotion of foreign collaborations. 
The commercial banks and specialized development 
banks for long-term loans have been well developed. 
During the last decade, these institutions displayed a 
remarkable expansion of facilities for loan capital. 


There are some difficulties in raising equity 
capital in the security markets. This problem should 
be examined in terms of both supply of and demand 
for securities. On the supply side, foreign investment 
itself has an important role to play by coming in 
the form of joint ventures. Even those foreign 
companies which decide to retain full control could 
sell a small part of their shares to the public and 


11 Pakistan: Allan R. Roth, Rutgers, The State University, New 
Jersey. Singapore: George M. Ferris Jr., Governor, New York Stock 
Exchange. Thailand: Prof. Sidney M. Robbins of Columbia Univer- 
sity. 
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Table I-7-4. Stock exchanges in selected ECAFE countries 


Market value of total capital 
of listed companies 


Number of. ——te tt 


Unit of Year Period companies National 


Country and name of stock exchange currency established observed listed Currency US$ 
(at year end) (million) 
China (Taiwan) 
Taiwan stock exchange . . . . NT$ 1962 1968 40 6,937" 173 
India 
Bombay stock exchange . . . . Rs 1875 1965 502 8,410 1,761 
Calcutta stock exchange . . . . 1908 1965 652 6,290 1,317 
Madras stock exchange . .. . 1937 1965 329 2,910 609 
Ahmedabad stock exchange . . . 1894 1965 128 2,040 427 
Delhi stock exchange. . . . . 1947 1965 133 2,140 448 
Hyderabad stock exchange . . . 1943 1965 32: 330 69 
Indore stock exchange . . . . 1930 1965 16 190 39 
Bangalore stock exchange ot NSE 1957 1965 45 210 44 
Totalgindiat<0 =. eren, i 1965 1,837 22,520” 4,716 
Malaysia and Singapore 
Stock exchange of Malaysia and 
Singapote® Anulht aap be M$ 1960 30 June 1969 226 2,435.5° 788.2 
Pakistan 
Karachi stock exchange . . . . Rs 1949 1969 ae 4,969.32 1,037.2 
Philippines 
Manila stock exchange . . . . Pesos 1927 30 June 1963 88 1,346.9° 383.7 
Thailand ‘ 
Bangkok stock exchange. . . . Baht 1962 1968 33 2,292.5¢ 109.2 
Sources: China (Taiwan): First National City Bank New York, Republic China (Taiwan), A Guide for Investors, p. 22. 


India: Bombay stock exchange, The Stock Market in India, 1970, tables I and III. 
Malaysia and Singapore: Based on data from national and international sources. 
Pakistan: Government of Pakistan, Pakistan Economie Survey, 1969-1970, p. 86. 
Philippines: Roxas, Antonio V., “The Stock Exchanges of the Philippines” in D. E. Spray (ed.), op. cit., p. 293. 
Thailand: Thai Investment Review, 1969 edition, pp. 9-11. 

* Total capital of listed companies. 

» Market value of total capital including debentures. 

© Total issued and paid-up capital of listed companies. 

4 Aggregate market value of shares traded on the stock exchange. 

© Total market value of listed shares. 

Total market value of the share capital of quoted companies. 

© Originally named the Malaysian Stock Exchange. 


Table 1-7-5. Stock exchanges in selected developed ; 
countries as of 31 December 1965 


Market value of outstanding securities 


Ratio of 

Number of Shares of Bonds of Issues 0) value of 

securily domestic domestic rest of the securities 

Country issues traded Total ‘ companies companies world — to GNP 

(in billion dollars) 

Frances, \< ans @ 3,384? 213 18.9 2.4 — 0.21 
Germany, Fed. Rep. oF a 3,903" 27.4 sha bbe. 15.5 0.7 0.23 
Japan ss ea = 1,986° 31.0% 29.0 2.0 = 0.34 
United ithadoar 7a, uM 9,431° 1725 161.3 7.0 42 1.63 
United Seatesta.sely 92)... pee 4;398" 882.6 ° 742.8 130.7. 9.1 1.86 


NOC Vee ee Oe Se ET Oe See ON ee OU e eT et me Cee Cy 
Sources: OECD, Functioning of Capital Markets, Capital Markets Study If, 1968, table 35, p. 104. 
For Japan, OECD Committee for Invisible Transactions, General "Report, Capital Markets 
Study, 1967, tables 35 and 36, pp. 197-198. 
* Paris stock exchange. 
» All official markets. on oe 
© All markets. ; 3 
* 1966 figure. 
© London stock exchange. 
£ All markets. 


¥ 


Ratio of capital” 
of listed 
companies to 
GNP 


0.04* 
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reby help to develop the security markets. Foreign 
npanies with an international reputation and im- 
ssive operating history often have greater appeal 
the common investor than new local entrepreneurs. 
recent years, there have been several instances of 
vy issues of foreign companies being heavily over- 
scribed. However, there is much more scope for 
eign inyestors to play a special role in increasing 
- supply of securities. They can also use their 
yerience of the developed capital markets in their 
me countries to help nurture various agencies of 
security markets in the host countries and to 
sourage the participation of the public. 


The developing countries have initiated some 
asures to stimulate the demand for securities, but 
ther efforts are required. It is essential for the 
velopment of the security market that the over-all 
e of return on financial assets (including both 
ome yield and change in the capital value of the 
et) should be attractive when compared with that 
physical assets, such as real estate and commodity 
cks. In several countries, the returns on physical 
ets are much higher. This may be due to inflation- 
; conditions and undesirable speculative activities 
such holdings. 


Special measures need to be designed to control 
» unduly high returns from socially unproduc- 
e speculation in physical assets. For example, 
iong the fiscal measures the following may be 
asidered; capital gains from real estate can be 
avily taxed to discourage speculation and re-direct 
sh funds to the security markets. On the other 
nd, the supply of securities can be stimulated by 
owing companies to treat dividends on new issues 
the same manner as interest on bonds, which is 
Juctible from taxable profits (an incentive which 
ald be given for a specified period after a new issue 
made!*). Such measures, together with incentives 

savings in financial forms (discussed below), 
uld extend the scope of the capital market and 
rease its efficiency in the allocation of funds among 
mpeting uses. 


Several countries encourage household financial 
lings as a matter of public policy, particularly in 
' form of those financial assets which can be 
annelled to finance investment. In some countries, 
s policy is also derived from the social objective 
spreading the ownership of productive wealth. 
song these assets, special provision can be made 
corporate securities. 


_ India provides a tax exemption for income up 
s 3,000 from specified forms of financial savings, 
uding shares in Indian companies. Pakistan 


*EEC Commission, The Development of a European Capital 
et, November 1966. 


exempts from income tax dividends up to Rs 3,000 
and an additional Rs 2,000 of dividends paid by 
companies listed on the stock exchange. In addition 
to this full exemption to benefit the small shareholder, 
Pakistan grants exemption to “an amount equal to 
10 per cent of the dividend income in excess of Rs 
30,000, or Rs 50,000, as the case may be”.1° This 
provision is designed to attract savings of the higher- 
income groups into corporate securities, 


Another method to promote financial savings is 
to grant tax relief on the flows of savings into specified 
financial forms, such as life insurance premiums, 
contributions to provident funds and time deposits 
in post offices. Both India and Pakistan provide 
this type of tax incentive also, but Pakistan has 
specified a wider range of financial forms, including 
shares of approved companies and unit trust certi- 
ficates. Several other countries also provide this tax 
incentive for selected forms of financial savings. 


An additional effort for the promotion of finan- 
cial savings, particularly in securities, has been the 
development of intermediaries, such as the unit trusts 
(known as mutual funds in the United States). The 
unit trust provides the small saver with the benefiis 
of professional management and reduces the risks by 
diversifying the investments. 


The people generally prefer to keep their savings 
in liquid forms, such as currency and bank deposits," 
which can be easily shifted into physical assets, such 
as gold and real estate: the traditional forms of 
hedging against inflation. Under inflationary condi- 
tions, the unit trust provides the small saver with 
some protection against the erosion of the capital 
value of his savings, and, thereby, attracts funds into 
the security markets. 


India and Pakistan have each established a unit 
trust (Unit Trust of India “UTI” and National 
Investment (Unit) Trust “NIT”) sponsored and 
regulated by the Government under specific legisla- 
tion. The Investment Corporation of Pakistan (ICP), 
which provides professional advice, credit facilities 
and other services for portfolio investments,'® has 


13 Government of Pakistan, Ministry of Finance, The Budget in 
Brief, 1969/70, p. 70. 

14 Data on the composition of household financial savings are avail- 
able for India and Pakistan. In India, currency and bank deposits 
formed 62.2 per cent of gross savings of the household sector in finan- 
cial assets during 1965/66. In Pakistan, their proportion was 76.0 
per cent. Sources: (i) Report on Currency and Finance for the Year 
1968/69, Reserve Bank of India, 1969; (11) Abdul Ghafar, “Financial 
Asset Accumulation by the Non-corporate Private Sector in Pakistan, 
Pakistan Development Review, vol. 1V, No. 1. 

15 This is in addition to its function as a specialized investment 
bank, designed to assist in the floatation of shares and debentures for 
public subscription. ICP has been set up by the Government under a 
statute ‘to encourage and broaden the base of investments and develop 
the capital market in Pakistan’. Its functions are :(i) to underwrite 
and distribute new issues; (ii) to open and maintain investors’ 
accounts; (iii) to provide investment counsel for issuers and investors. 
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sponsored four “closed-end” mutual funds. The 
difference between a unit trust (“‘open-ended” type) 
and “closed-end” mutual fund (or investment trust) 
is that, while the former offers new “units” for sale 
and is always ready to redeem the existing ones, 
the latter has no such responsibility. However, the 
“closed” type, which usually takes the form of a 
company, issues its own shares (Fund certificates in 
Pakistan). which can be traded on the stock exchange. 


There are also private mutual funds regulated 
through legislation in some countries, for example, 
the Philippines, and apparently without any special 
legislation in some others, such as Thailand. 


To encourage the public to invest in securities, 
there is a need to develop the unit trust in countries 
which do not have this type of institution. Even 
those which already have such an institution need 
to encourage the growth of a larger number of them 
to create competition for the funds of the small savers. 


The experience of the United States, where the 
number of shareholders has increased to about 25 
million from 6.5 million in 1952. shows that “the 
shares are sold rather than bought”. This was the 
conclusion of a study of mutual funds conducted by 
the Securities Exchange Commission. Its implication 
is that aggressive salemanship is necessary to motivate 
individuals to buy shares. The unit trust is the right 
type of institution to organize a public relations 
programme for this purpose and assist individuals in 
managing their private investments. 


The distrust of potential investors can be removed 
by improving institutional and legislative controls 
over the security markets. The objective should be 
disclosure of adequate information to the investor 
regarding the operations of companies and safeguards 
to assure him that “insiders” will not be able to 
exploit their position. In most countries, the annual 
reports and accounts of companies and the speeches 
of chairmen do not disclose all the facts that the 
investor wants to know before making his investment 
decision. 


The stock exchange has also a responsibility in 
this matter. It can enforce certain rules for the 
disclosure of data by the companies that seek listing 
on the exchange. The stock exchange should help 
the small investor by analysing the data on the 
performance of different companies and making such 
findings available to the public. 


The promotion of institutional savings in securi- 
ties is also necessary to develop the capital market. 
In recent years, the markets of developed countries 
have expanded mostly on the flow of pension and 
life insurance funds. In some developing countries 
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(for example, Pakistan and India) there are statutory 
restrictions on the investments which such institutions 
can make in corporate securities. This is considered | 
necessary to ensure the full security of such funds, 
However, in the light of the experience of developed 
countries, it appears that there is a case for relaxing 
such restrictions, so as to increase the flow of 
institutional funds to the markets for corporate 
securities. 


There is another aspect of the capital markets. 
which has so far been neglected in this region. At 
present, the national markets are insulated from one 
another for several reasons. First, there is the need 
for strict control over foreign exchange for balance- 
of-payments problems. Second, the level of interest 
rates should be controlled as an instrument of 
domestic monetary policy. Third, investible funds” 
require to be directed to selected uses in line with 
the country’s plan for economic development. 


The proposed programme of regional co-operation 
in trade will require the promotion of intraregional 
investments, and, for this objective, there is a need to 
establish certain links among the national capital 
markets of the region which will not affect the 
autonomy of the monetary policy of individual coun- 
tries. A special study should be carried out, with 
the collaboration of financial institutions of the 
various countries, to analyse the existing links be- 
tween the markets and examine the scope for 
establishing new ones. 


There is also a need to examine the scope for 
bond issues of ECAFE countries on the international 
capital markets, which, in the era preceding the 
“Great Depression” of the 1930s, constituted the main 
channel for foreign private investment. The Pearson 
Commission has recommended that the developed 
countries remove the legal and other restrictions on 
the issues of developing countries. The ECAFE 
countries should study what they can do in the way 
of adopting a regional approach for the promotion 
of such portfolio investments. 


Such a study would also reveal the scope for 
increasing other types of portfolio investment by 
individuals from foreign countries. At present, mos' 
foreign investment flows from companies incorporated 
in foreign countries, but the lack of interest of indivi 
duals is partly due to the ignorance of potential 
investors, and partly due to their scepticism of invest 
ment opportunities in the developing countries. In the 
developed countries, individuals still hold a majo 
proportion of the securities on stock exchanges. I 
the New York stock exchange, this proportion w 
as high as 80 per cent in 1965. In the Unii 
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ingdom, it fell from 66 per cent in 1957 to 54 per 
nt in 1963, but a large proportion of outstanding 
curities continued to be held by individuals.'° There 
evidence that small investors in developed countries 
ve resources to invest abroad. 


Japan has introduced several measures to stimu- 
ie the interest of foreign portfolio investors in 
panese securities traded on the Tokyo stock 
change. In addition to brochures and periodical 
arket reviews for potential foreign investors, a 
stem of “depository receipts” has been introduced 
remove procedural difficulties and reduce certain 
penses of trading. These are known as “American 
spository Receipts” (A.D.R.), “European Depository 
sceipts” (E.D.R.) and “London Depository Re- 
ipts” (L.D.R.). Foreign banks supply these de- 
sitory receipts to foreign subscribers against shares 
lich are deposited with the Japanese banks, and the 
ceipts are traded in the foreign markets. The holder 
a receipt can withdraw the underlying shares in 
der to sell them on the Tokyo Stock Exchange. 
1e value of A.D.Rs and E.D.Rs issued during the 
riod June 1961 to March 1964 came to $83.5 
Ilion and £4.6 million respectively.1” 


It would be useful to study possible ways of 
mulating the interest of individual foreign investors 
investments within the developing ECAFE countries. 


is OECD, Capital Markets Study, Functioning of Capital Markets, 
58, pp. 77-79. 

‘7 OECD, Committee for Invisible Transactions, Liberalization of 
ernational Capital Movements, Japan, 1968, pp. 90-91. 
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Concluding remarks 


The national capital markets of the developing 
ECAFE countries mostly provide the institutional 
structure required for the promotion of foreign 
investment. The institutions for loan capital, both 
commercial banks and development banks, have 
expanded their services remarkably during the last 
decade. This is revealed by the marked rise in the 
proportion of commercial bank credit to GDP and 
that of development bank loans to value added by 
manufacturing. 


The markets for equity capital should be further 
developed. The preference of households for physical 
assets, such as land and commodity stocks, imposes 
a limitation on the size of these markets. Two types 
of efforts are required to divert the flow of savings 
into financial assets, particularly into industrial securi- 
ties. First, taxation may be used as a device to 
discourage the choice of unproductive assets, such as 
speculative dealings in real estate. The flow of 
savings into financial forms may be accorded liberal 
tax concessions. Secondly, financial intermediaries, 
such as unit trusts, should be developed to mobilize 
small savings which are now scattered in unproduc- 
tive forms. 


A detailed study is required to examine the 
possibilities of establishing certain links among the 
national capital markets which will assist in the 
promotion of intraregional investments. The pro- 
posed study could be extended to explore further 
sources of private funds within the region, as well 
as outside, and to suggest ways of mobilizing such 
resources for private investments. 


Chapter VIII 
CONCLUSIONS: ISSUES AND POLICIES 


This concluding chapter summarizes the major 
findings of the preceding chapters and suggests further 
research to provide data useful in formulating policies 
of the developing ECAFE countries toward foreign 
private investment. It also brings out the need and 
scope for regional co-operation in reducing the costs 
of foreign investment and increasing its contributions 
to the economic development of regional countries. 


Summary of major findings 


The flow of foreign private investment into the 
developing ECAFE region, as a whole, has shown a 
marked increase during the 1960s, as was shown in 
chapter II. This is also true for most individual 
countries of the region. During 1960-1968 private 
flows formed a large proportion of the total financial 
resource flows (higher than 30 per cent) into seven 
countries of the region, namely China (Taiwan), Iran, 
Malaysia, the Philippines, the Republic of Korea, 
Singapore and Thailand. 


The presence of favourable opportunities for 
investment in many of the countries of this region 
is one reason for the expansion of foreign private 
capital inflows. ECAFE countries provide expanding 
local markets. raw material supplies for investing 
countries, and relatively low-cost labour (as discussed 
with reference to Japan in chapter III). The rates 
of return on direct investment have been higher than, 
or at least equal to, those in other regions, with the 
exception of the Middle East with its unique oil 
reserves (as shown for United States investments in 


chapter III). 


However. the volume of direct private invest- 
ments in the ECAFE region remains relatively small. 
compared with investment flows to Europe, North 
America and Latin America. International investors 
may expect higher rates of returns in ECAFE and 
other developing countries because investments in 
these countries are generally considered to entail 
wider ranges of risks than in developed countries. 
Furthermore, some multinational corporations may 
view the future sales growth of their products in the 
developing ECAFE countries to be less certain than 
in more developed regions. In as much as this is 
a valid explanation of the differences in rates of return 
on foreign investment in this region and the more 
developed regions, regional co-operation in such 
forms as investment guarantees and expansion of 
markets, discussed later in this chapter, could lower 


the cost of foreign investment, and at the same time 
increase flows of capital. 


The flow of private export credit has recently 
expanded as a new method of financing investment 
in capital goods. This represents a shift from the 
traditional form of foreign portfolio investments in 
the pre-war era. In terms of their proportion to 
total external public debt outstanding, export credits — 
are particularly important for Ceylon, China (Tai- 
wan), Iran, the Khmer Republic, the Philippines and 
the Republic of Korea. The terms and conditions of 
such credits were discussed in chapter V, and several 
suggestions were made for improving their contribu- 
tion to development. 


Other features of foreign private investment that 
emerge from analysis of the data on ten developing 
countries of the region (chapter IV) may be sum- 
marized as follows. The share of foreign investment — 
in the total stock of capital is significant (15 to 30 
per cent) in the countries for which such data are 
available. However, the inflows of private investment 
appear to be subject to fluctuations. Further study 
is required of the factors responsible for such 
fluctuations in the flows to this region. 


Although private investments from the United 
States, Japan, the United Kingdom and other Western 
European countries are generally dominant, intra- 
regional investments from developing countries have 
been significant in several countries. Unfortunately, — 
it is not possible to separate completely those invest-— 
ments which are made by subsidiaries of multinational © 
companies, and, thus, are actually capital from the 
developed countries outside the region. Intraregional © 
investments appear to be concentrated in such fields 
as textiles, food and beverages, and other light manu- 
facturing and service industries. Further data need 
to be collected to obtain a clear picture of such 
investments, but the available information suggests 
that intraregional investments can be expanded and 
diversified into strategic sectors if appropriate invest- 
ment promotion policies are instituted. 


There is an increasing trend in the general flow 
of foreign investment to manufacturing industries. 
Within the broad category of manufacturing, the 
emphasis varies among the countries: consumer goo 
in some countries, low-cost labour oriented industri 
in others, and natural resource oriented industries 
still others. These variations in the distribution 
foreign investment depend upon the local resou 
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ndowments, and the priorities set by national de- 
elopment programmes and investment promotion 
olicies. 


Foreign investment carries certain costs as well 
s benefits. One aspect of these costs is the associated 
utflows of investment income, such as dividends, 
nterest and royalties. Data on return flows of 
avestment income in relation to net investment inflows 
re available only for a few countries. These have 
een presented in chapters II and IV. However, 
hese data do not adequately measure the balance of 
ayments effect of foreign investment. Several other 
actors must be taken into account, such as export 
xpansion and import saving. There is urgent need 
or co-ordination of efforts to collect the data required 
) evaluate properly the economic costs and benefits 
f foreign investment. 


The volume of foreign private capital flows into 
eveloping countries is likely to continue to expand 
n the 1970s if the tempo of economic development 
n the region is maintained. At present the countries 
f the ECAFE region generally make individual 
fforts to attract further foreign investment, as 
escribed in chapter VI. Most of them have either 
nacted specific legislation or established official 
olicies relating to foreign investment, and have set 
p special boards or councils to administer these 
olicies. In recent years, several countries have 
aken steps to streamline their procedures for 
rocessing proposals of foreign investment. Some 
ountries have centralized authority to take decisions 
n such proposals in order to reduce procedural 
elays. Many countries are becoming more selective 
1 granting approvals to the entry of investment. 
‘here is an increasing desire that foreign investors 
hould assist in the promotion of the exports of host 
ountries. In several countries, the emphasis so far 
as been on import substitution, but recently interest 
as developed in export promotion. Moreover, for- 
ign enterprises are expected to generate external 
conomies through the transfer of modern technology 
nd business practices, and to create linkage effects 
‘ithin the economy. The developing countries are 
iso interested in promoting local research facilities 
‘ith the assistance of foreign enterprises. These con- 
sibutions are desired for the long-term objective of 
elf-sustained growth. 


Some countries have introduced restrictions on 
ne inflow of capital with 100 per cent foreign 
ontrol. The trend is towards encouragement of joint 
ntures between foreign and domestic investors. 
owever, these conditions are not imposed but 
gotiated with foreign investors. In fact, some 
reign investors themselves have shown preference 
or joint ventures. The local partner facilitates access 
the distribution channels of the country, local 


labour and sources of raw materials. His collabora- 
tion in sharing the risks “represents an additional 
safety factor for the investment”.! 


There have recently been attempts to introduce 
procedures to facilitate transfer of some part of equity 
ownership from foreign to local investors when 
national enterprise is ready to take over. These 
procedures should be designed so as to encourage 
foreign investors to move into new fields where 
technological advancement is required. The questions 
relating to industrial fields open to foreign investment, 
employment of foreign personnel, and the desirable 
degree of foreign ownership and control will continue 
to be matters of national policies. The size and 
form of foreign investment must also conform with 
the national plan of the country. Decisions on such 
questions must be taken in the context of the develop- 
ment programme of each country. 


Scope for regional co-operation 


There are certain other aspects of foreign in- 
vestment which require a regional approach. For 
example, the fear of non-commercial risks of invest- 
ment in developing countries still continues to be a 
deterrent to foreign investment.2, The ECAFE coun- 
tries may wish to examine the possibility of developing 
a regional plan for insurance of foreign investment 
against different types of risks. This could involve 
both investing and host countries and thereby lower 
premiums for the insurance. The discussion of tax 
provisions in different countries (chapter VI) also 
points out the need for regional harmonization of tax 
incentives. There is a danger of wasteful competition 
among the unco-ordinated investment incentive pro- 
grammes of individual ECAFE countries, which can 
lead to large revenue losses without corresponding 
gains in attracting additional investment into the 
region. There is need for a systematic appraisal of 
the impact of such concessions on the inflow of 
private capital for developing a regional incentive 
policy. Such a pelicy could give due weight to the 
objective of accelerating the growth of relatively less 
developed countries of the region. 


The promotion of intraregional investment re- 
quires the establishment of certain links among the 
national capital markets. For this purpose, a com- 
prehensive study of the working of the national 
markets should be undertaken to explore potential 
sources of funds both within the region and outside. 


Analysis of the available data on national capital 
markets in chapter VII shows that while sources of 
loan capital have been developed in several ECAFE 


1 Schreiber, Jordan C., U.S. Corporate Investment in Taiwan (Uni- 
versity Press of Cambridge, Massachusetts, 1970), p. 45. 

2 National Industrial Conference Board, Obstacles and Incentives to 
Private Foreign Investment 1967-1968, New York, 1969. 
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countries, the equity markets are still underdeveloped 
in most countries. The further development and 
co-ordination of the capital markets is another field 
in which regional co-operation can be beneficial. 


This discussion has brought out the need for 
several types of regional co-operation in the promo- 
tion of intraregional investment and investment from 
outside the region. It is suggested that to establish 
such co-operation on a continuing basis, a regional 
agency, which could be named the “Asian Investment 
Centre”, might be set up. Possible functions of the 
proposed centre are summarized as follows: 


(a) Analysis of the experience of different 
countries relating to the benefits and costs 
of different forms of foreign private in- 
vestment in the various fields of economic 
development, exchange of information 
among the countries of the region and 
advice to Governments on policies for 
maximizing net gains from such _invest- 
ments. 


(b) Harmonization of national investment pro- 
motion policies, especially the use of fiscal 
and other incentives, wkich, if not co- 
ordinated, are likely to lead to wasteful 
competition among the individual countries. 


(c) Continuing analysis of the capital markets 
to explore sources of private funds within 
the region, as well as outside, to establish 
links among the regional markets, and to 
assist in the mobilization of such resources 
for private investments. 


(d) Examination of the scope for promoting 
the issue of bonds by Asian countries on 
the international capital markets and for 
stimulating other forms of portfolio invest- 
ments. 


(e) Study of the various laws and regulations 
affecting foreign investment to reveal any 
deterrents which might be removed without 
sacrificing important interests of the invest- 
ment-receiving countries. 


(f) On the request of Governments and private 
parties seeking foreign participation, pro- 
vision of advisory services relating to the 
terms and conditions of proposals and 
agreements for foreign collaboration. 
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(g) Special assistance to the smaller and re- 
latively underdeveloped countries of the 
region to promote foreign investment. 


Other issties for further studies 


Some other issues that need further research 
studies are transfer of technology, restrictions in 
foreign collaboration agreements, and the role of 
multinational corporations. An UNCTAD study has 
classified issues relating to the transfer of technology 
under the following headings: (a) main channels 
used in the transfer of technology, (b) costs of the 
transfer, (c) access to technology, (d) trade and 
transfer of technology, (e) substitution of domestic 
for imported technology, and (f) choice of tech- 
nology.? These issues need to be studied in the 
context of the special problems of the developing 
ECAFE countries. For example, the question of 
over-import of technology has been discussed for one 
country, India (chapter IV). 


Certain restrictions are often imposed by foreign 
investors on the scope of operation of joint ventures 
and local companies receiving the use of foreign 
technology or other proprietary rights. One form of 
such restrictions is the limitation of exports, as 
discussed in the case of India (chapter IV). There 
is no single pattern of these restrictions, but they 
need to be examined in the light of the data for 
each country. 


The issues raised by the emergence of multi- 
national corporations have been discussed at length 
in recent literature, but mostly on a theoretical basis 
in terms of competition for market shares among 
oligopolists, or of the economics of new product 
development.* There is a need to study these aspects 
in the context of the ECAFE region since the theore- 
tical conclusions advanced so far may not be relevant 
to this region. 


The various questions raised in this Survey could 
be taken into account in further studies that might be 
undertaken by the secretariat. 


3 UNCTAD document TD/B/310 dated 1 July 1970. 

“See for example: Hymer, S. H., “The International Operations of 
National Firms”, A Study of Direct Investment (M.1.T. doctoral dis- 
sertation, Cambridge, Mass., 1960); Vernon, Raymond, “International 
Investment and International Trade in the Product Cycle”, Ouarterly 
Journal of Economics, vol. 80, No. 2, May 1966, pp. 190-207; and 
The International Corporation, A symposium edited by Charles P. 
Kindelberger (M.I.T. Press, Cambridge, Mass., 1970). 
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Chapter | 


PROBLEMS AND PROSPECTS OF THE ECAFE REGION 
IN THE SECOND DEVELOPMENT DECADE 


Introduction 


The ECAFE region enters the Second United 
Nations Development Decade on a mixed note of hope 
ind anxiety. The First Development Decade wit- 
1essed a number of encouraging developments in the 
egion which give cause for optimism about its 
srospects in the future. At the same time, there were 
ertain disquieting trends, gencrating a feeling of 
incertainty and apprehension. Among the bright 
eatures, perhaps the foremost in significance was the 
sreakthrough in agriculture in a number of developing 
SCAFE countries. This was not only the major 
actor in improving their growth performance but 
ilso helped the over-all development effort in a 
umber of ways. The developing ECAFE countries 
were also able to bring about an appreciable rise in 
he level of savings and investment and financed a 
sreater proportion of their development expenditures 
rom their own resources. The process of industrial- 
zation was carried a stage further and this imparted 
sreater strength to their economies. Simultaneously, 
here was considerable strengthening of the basic 
nfrastructure which should facilitate growth in future 
years. The administrative capacity of the Govern- 
nents to implement planned programmes of develop- 
nent recorded noticeable qualitative improvement and 
he commitment to planning as an organized method 
»f economic management gained further respectability. 


As against these gains, the First Development 
Decade also witnessed some disappointments. Though 
he gross domestic product of the developing ECAFE 
-ountries rose somewhat faster in the 1960s than in 
he 1950s, a good part of the increase was offset by 
he rapid growth in population so that the rise in 
yer capita income was just about 2 per cent per 
unnum. At the same time, the pattern of development 
was such that certain segments of population did not 
lerive commensurate benefits from the growth process. 
[The accentuation of income inequalities, lack of 
ufficient employment opportunities, poor living con- 
litions and inadequate social amenities caused some 
cocial discontent in a number of countries. 


The stagnation in foreign aid flows at a time 
vhen the need for additional resources was becoming 
nuch more acute to tackle these social problems gave 
lise to serious concérn. The continuation of the war 
m Viet-Nam and the enlargement of the area of 
sostilities involving neighbouring countries posed 
jurther problems for the region. 


The Second Development Decade thus poses a 
real challenge for the countries of the ECAFE region. 
in a recent address the Secretary-General of the 
United Nations emphasized the crucial importance of 
the next ten years: 


“T do not wish to seem overdramatic, but I can 
only conclude from the information that is 
available to me as Secretary-General that the 
Members of the United Nations have perhaps ten 
years left in which to subordinate their ancient 
quarrels and launch a global partnership to curb 
the arms race, to improve the human environ- 
ment, to defuse the population explosion, and 
to supply the required momentum to world 
development efforts. If such a global partnership 
is not forged within the next decade, then I very 
much fear that the problems I have mentioned 
will have reached such staggering proportions 
that they will be beyond our capacity to control”. 


The object of this chapter is to analyse the 
problems and prospects of the developing ECAFE 
region during the Second Development Decade. To 
provide a proper perspective for such a discussion, 
the first part of the chapter attempts a critical evalua- 
tion of the performance of the developing ECAFE 
countries during the First Development Decade. The 
second part deals with the cbjectives and targets of 
the Second Development Decade, with particular re- 
ference to prospects of their being achieved in the 
developing ECAFE region. The third part is con- 
cerned with the major policy issues confronting the 
developing ECAFE countries. It also seeks to de- 
lineate, in broad terms, the main elements of a 
development strategy to resolve these policy issues and 
help achieve the targets of the Second Development 
Decade. 


I. Review of the pest decade 


Objectives of the First Development Decade 


On 19 December 1961, the General Assembly of 
the United Nations designated the years up to 1970 
as “the United Nations Development Decade, in which 
Member States and their peoples will intensify their 
efforts to mobilize and to sustain support for the 
measures required on the part of both developed and 


1 “The Second United Nations Development Decade: A Blueprint 
for Action” ,Proceedings of a seminar convened, by the Institute on Man 
and Science, Rensselaerville, New York, May 1969. 
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developing countries to accelerate progress towards 
self-sustaining growth of the economy of the individual 
nations and their social advancement so as to attain 
in each underdeveloped country a substantial increase 
in the rate of growth, with each country setting its 
own target, taking as the objective a minimum annual 
rate of growth of aggregate national income of 5 
per cent at the end of the Decade”. In adopting 
this target, the United Nations explicitly recognized 
that its achievement was a matter of international as 
well as national concern. Earlier in 1960, the General 
Assembly of the United Nations had already adopted 
a resolution to the effect that “the flow of international 
assistance and capital should be increased substantially 
so as to reach as soon as possible approximately 1 
per cent of the combined national incomes of the 
economically advanced countries”, 


The adequacy of these targets has been frequent- 
ly called into question, not only as to the magnitudes 
chosen,! but also the manner in which they were 
denominated and “their simple but ambiguous arith- 
metic.” It has been said, for example, that “The 
resource transfer target is too ageregative and too 
donor-centred to provide a means of assessing the 
value or effectiveness of the transfers actually made. 
The growth target is too absolute and too simplistic 
to be used for appraising achievements in the com- 
plicated process of development”.® In effect, how- 
ever, attempts have been made over the years to give 
a more concrete expression to these targets. Thus, 
the report of the Secretary-General of the United 
Nations entitled “Proposals for Action’ issued in 
1962 elaborated the concept of development and 
placed special stress on the social aspects of develop- 
ment. It warned that “one of the greatest dangers 
in development policy lies in the tendency to give 
the more material aspects of growth an overriding 
and disproportionate emphasis.”® It emphasized that, 
for development to be meaningful, the acceleration in 
the rate of growth of incomes should go hand in 
hand with improvements in internal income distribu- 
tion. The General Assembly resolution also referred 
specifically to social advancement, social development, 
land reform, the elimination of illiteracy, hunger and 
disease, improvements in education and _ similar 
measures of social progress.® 


See, for example, the proceedings of the first and second sessions 
of UNCTAD held in 1964 and 1968, where a number of delegates 
representing the developing countries expressed dissatisfaction with 
the 5 per cent growth target as also the fact that the target was laid 
down in aggregative rather than in per capita terms. 

2 Cf., “The Problems and Policies of Economic Development: An 
Appraisal of Recent Experience” in the United Nations’ World Eco- 
nomic Survey, 1967, p. 2. 

3 Thid. 

4 United Nations, The United Nations Development Decade: Pro- 
posals for Action, Report of the Secretary-General, 1962. 

5 Ibid., pp. 10-11. 

8 Ibid., p. 9. 
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Similarly, in the context of the aggregative 1 — 
per cent target of foreign assistance, efforts have 
been made to take the quality of resource transfers 
into account. In 1965, the Development Assistance 
Committee of the Organization for Economic Co- 
operation’ and Development (OECD) recommended 
two subsidiary targets for the terms of official lending, 
one on interest rates, grace periods and maturities, 
and the other on progressive reduction in the degree 
of tying of loans to-specific commodities or country 
of supply.‘ To ensure a more steady flow of foreign 
resources at terms which are not onerous, the de- 
sirability of setting a specific target for the official 
component of resource transfers within the over-all 
1 per cent target was discussed at the second session 
of UNCTAD in 1968 and specifically recommended 
by the Pearson Commission in its report presented in 
September 1969.° 


Growth performance of the developing countries 


It will be seen from Table IJ-1-1 that the develop- 
ing countries as a group achieved an average growth 
rate of 4.7 per cent per annum in the period 1960- 
1968.° According to preliminary indications, the 
growth rate appears to have improved perceptibly in 
the subsequent two years. Thus, if the 5 per cent 
growth target of the First Development Decade is 
interpreted in a global sense, it may well be achieved. 
The average, however, conceals marked differences in 
the growth performance of individual countries and 
various regions. The Middle East had the highest 
average annual growth rate of 6.5 per cent in 1960- 
1968, due mainly to the buoyancy of the oil-producing 
economies. Latin America came next with an average 
growth rate or 4.9 per cent per annum. Africa had 
the lowest growth rate among developing regions, — 
averaging 4.2 per cent per annum in this period. — 
East and southeast Asia, roughly corresponding to the 
developing ECAFE region, achieved an average 
growth rate of 4.4 per cent per annum. It is note- 
worthy that, excepting east and southeast Asia, the 
growth rate suffered a retardation in all the developing i 
regions in 1960-1968 compared with the 1950s. 


While the growth rate of gross domestic product 
in all developing countries taken together was almost 
unchanged in 1960-1968 compared with the 1950s, 


7 These targets were reviewed further in 1968, and, as a result, 
certain changes were effected in 1969. For details, see OECD, Deve- 
lopment Assistance, Efforts and Policies of the Members of the Deve- 
lopment Assistance Committee, 1969 Review, pp. 267-270. 

8 Partners in Development, Report of the Commission on Inter- 
national Development {Lester B. Pearson, Chairman), 1969. 


°The growth performance of the developing countries is first 
analysed in this chapter on the basis of data relating to the aggrega' 
and per capita gross domestic product. In view of the fact, however, 
that development cannot be satisfactoril” interpreted simply as a pro- 
cess of growth of production, the analysis goes on to cover such aspects 
as changes in the pattern of income distribution and levels of livin 
in the case of developing ECAFE countries. 
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fable II-1-1. Growth rates of real gross domestic 
product, population, and gross domestic 
product per capita, 1950-1968 


1959-1960 1960-1965 1960-1968 


1. World® 
On?) 2 es 4.0 5.2 oy 
Population. . . . o 1.9 2.0 2.1 
GDP per capita . . . Lok at 3.0 
2. Developed regions” 
Goma 6 ee 3.9 53 Sf) 
Population. si 1.2 1.2 1.1 
GDP! per capita’ sw. at 4.1 4.2 
3. Developing regions® 
GOs Uy oN) sult. 4.8 4.6 4.7 
Rapulationy. ligt: Sct: 2.2 Pie) 25 
GDP per capita . . . 2D 2.2 Pxa| 
East and southeast Asia® 
(10) ee ees. Se 4.0 4.3 4.4 
Population . . . . 20 Zp 25 
GDP per capita. . . Lo 1.8 1.9 
Africa® 
(OS. eS aaa 4.9 4.2 4.2 
Population « ... + 2a 2.4 ts) 
GDP per capita. . . 2a 1.8 TA 
Caribbean and Latin America 
Srey en es 5.5 4.8 4.9 
Population. 4: 3. 2.8 2.9 2.9 
GDP per capita. . . 2.6 1.8 1.9 
Middle East* 
SOC. eee So 6.9 6.6 6.5 
Ropulation: fies ia! 3 PAP f 2.4 2.4 
GDP per capita. . . 4.1 4.1 4.0 


Source: Statistical Office, United Nations. 


* Excludes centrally planned economies. 


> Excludes centrally planned economies; includes all 
countries in Western Europe, North America and 
Oceania, together with Japan, South Africa and Israel. 


“Includes all the countries included in the regional 
groupings under this heading, i.e. all countries of east 
and southeast Asia except Japan and centrally planned 
economies, all African countries except South Africa, 
all Caribbean and Latin America, and the Middle East 
except Israel. 


9Excludes Japan and centrally planned economies. 
Roughly corresponds to developing ECAFE region. 


© Excludes South Africa. 

. f Excludes Israel. 

% rate of growth in per capita income actually 
howed a decline. This was the consequence of 
ccelerated population growth. The countries of east 
nd southeast Asia and Africa recorded the fastest 
cceleration in population growth, the rate going up 
rom 2.1 per cent in the 1950s to 2.5 per cent per 
mmnum in the 1960s. It was on account of the rapid 
rowth in population that, notwithstanding the ac- 
eleration in the rate of growth of aggregate domestic 
oduct in 1960-1968, the growth rate of per capita 
DP remained unchanged at 1.9 per cent in east and 
utheast Asia. In Africa, the notable fall in the 


rate of growth of per capita GDP from 2.7 per cent 
per annum in the 1950s to 1.7 per cent in 1960-1968 
was the result of both deceleration in the rate of 
growth of aggregate GDP and acceleration in the rate 
of growth of population. The main reason for the 
decline in the rate of growth of per capita GDP in 
the case of Latin America was the retardation in the 
rate of growth of real gross domestic product, though 
the rate of population growth also went up marginally. 
The Middle East was the only developing region 
where the rate of population growth showed a decline 
in the 1960s compared with the 1950s; this helped 
to sustain the rate of growth in per capita GDP, 
despite a fall in the rate of growth of aggregate 
domestic product. 


The population growth rate has stabilized around 
1.2 per cent per annum in the advanced countries. 
With the acceleration in the rate of growth of their 
gross domestic product from 3.9 per cent per annum 
in the 1950s to 5.3 per cent per annum in 1960-1968, 
the rate of growth in their per capita GDP went up 
from 2.7 per cent to 4.2 per cent per annum in this 
period. As the rise in per capita GDP in the develop- 
ing countries averaged no more than 2.1 per cent 
per annum in 1960-1968, the disparity in the per 
capita income between the developing and the develop- 
ed countries increased further over this period.1° 


The average rise of about 2 per cent per annum 
in the per capita income of developing countries in 
the First Development Decade appears to be extremely 
modest when viewed in the context of their poverty.'! 
However, viewed in the historical perspective of the 
growth of nations, the developing countries seem to 
be making a heroic effort to improve their economic 
well-being. Statistical information about the rates of 
growth achieved by the presently developed countries 
in the early stages of their growth is rather scanty. 
However, on the basis of data available, it seems 
clear that economic growth in many developing 
countries is proceeding at a higher rate than that 
achieved by presently developed countries in similar 
stages of their economic growth. Table II-1-2 gives 
the data assembled by Kuznets on historical rates of 
growth in the presently developed countries. These 


10 Tt is one of the aims of international development policy to reduce 
the disparity in the per capita incomes of developed and developing 
countries. The widening of the disparity is therefore a cause for dis- 
appointment. It is clearly understood, however, that a reduction in 
this disparity has to be brought about by accclerating the rise in the 
per capita income of developing countries rather than a deceleration in 
the growth rate of per capita income in developed countries. In fact, 
on account of the great dependence of the developing countries on 
developed countries, both in trade and aid, a steady growth in deve- 
loped countries is a prerequisite for accelerated development of the 
developing countries. 

11 The per capita income of developing countries in Asia in 1968 
at 1964 factor cost was US$105. A 2 per cent rate of growth in per 
capita income means that, during 1960-1968, the rise in per capita 
income of developing Asian countries was only about US$2 a year. 
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show that in the United Kingdom, Switzerland and 
Sweden, the average annual rate of growth of real 
aggregate product was around 2.5 per cent in the 
early stages of modern economic growth. Countries 
like Germany, Japan, Italy and the United States, 
which enjoyed certain advantages on account of their 
being latecomers, achieved higher rates of growth, but 
in none of these did the rate of growth exceed 5 
per cent per annum, the likely average for the 
developing countries in the First Development Decade. 
Even the per capita growth rate was not significantly 
higher, and, in some cases, it was even lower than 
that achieved by the developing countries in the 
1960s, though they did not experience a “population 
explosion” of the type these countries are presently 
faced with. The historical experience of the growth 
of nations, therefore, should serve as an encourage- 
ment to the developing countries rather than dampen 
their development effort. 


Table II-1-2. Growth rates of advanced countries 
in early stages of growth 


Annual percentage rate 


of growth 
Country Period Total Per capita 
United Kingdom . . 1860-1899 2.6 | 
France"; 3 ss ele oe LOdU 1599 1.7 1.5 
Germany . «+ » 1860-1899 3.8 2.8 
Tilly... 9s 4 oP Seem Fp LOOL—LO00m oes 2.6 
Switzerland . 1890-1929 2.6 1.9 
Denmark 1870-1909 3.1 2.0 
Sweden . 1861-1890 =2.5 1.8 
United State. 1869-1908 4.3 Ze 
Canada . i gc rie aie LOLO-to10! 2 3.8 vee) 
Japan ao cake cade ceca OOOO 4.6 3.4 


Source: Kuznets, S., “Population, Income and Capital” in Eco- 
nomic Progress (ed. L. H. Dupriez), pp. 43-44. 


It is also pertinent to remember that economic 
growth is a long and arduous process in which the 
first steps are always the most difficult. The objective 
of development effort in the developing countries is 
not so much to catch up with the developed countries 
as to bring about appreciable improvement in their 
living standards within a reasonable period of time. 
In this connexion, one should not ignore the com- 
pounded effect over time of a sustained growth in 
per capita income. Thus, if the developing ECAFE 
region maintains a modest average growth rate of 
even 2 per cent per annum in per capita income, it 
would mean a doubling of per capita income in 35 
years and a quadrupling in 70 years. The sights 
should, of course, be set much higher and efforts 
made to realize the maximum feasible rates of growth 
compatible with other national objectives, to bring 
about speedy amelioration in the living standards. 


Part Two. Current Economic Developments - 


Economic growth in the ECAFE region 


The developing ECAFE region enjoys a distinc- 
tive position in the developing world in several 
respects. It contains about 40 per cent of the entire 
world population and nearly two thirds of the popula- 
tion of the developing world. However, it accounts 
for only 11 per cent of the total land area of the 
world and 17 per cent of the land area of developing 
regions, and is the.most densely populated developing 
region in the world. Its share of world gross product 
by industrial origin is some 28 per cent in agriculture, 
less than 4 per cent in manufacturing, and some 5 
per cent in construction, transport and communication 
and services. Of the total gross domestic product 
of the developing world, the share of the developing 
ECAFE region is about one half, but, on account 
of the heavy population pressure, its per capita income 
is the lowest amongst the developing regions. In 
many ways, Asia is also perhaps the most critical 
region. 


The gross domestic product of the developing 
ECAFE region as a whole is estimated to have risen 
by 4.4 per cent per annum during 1960-1968. This 
is an improvement on the 4 per cent of the preceding 
decade, but, till 1968, it fell short of the 5 per cent 
target set for the First Development Decade. From 
preliminary reports, it appears that a marked improve- 
ment in the growth performance of the developing 
ECAFE region took place in 1969, and, if this was 
maintained in 1970, the 5 per cent target would have 
been achieved by the close of the First Development 
Decade. It will be seen from Table II-1-3 that all 
countries of the region increased the level of their 
gross domestic product during the 1960s but the 
growthrrates differed considerably from country to 
country. The most rapidly expanding economies 
during the period 1960-1968 were those of China 
(Taiwan), the Republic of Korea, Iran and Thailand, 
which grew at average annual rates of 10 per cent, 
8.4 per cent, 8 per cent and 7.8 per cent respectively. 


Other countries which achieved rates of growth 
higher than the regional average were Malaysia (5.9 
per cent), Pakistan (5.6 per cent), Ceylon (4.8 per 
cent) and the Philippines (4.6 per cent). The growth 
rates achieved by India, Burma and Indonesia were 
below the regional average. It is also seen from the ; 
table that, with the exception of India, Burma, 
Indonesia, and the Philippines, all countries of the 
region were able to accelerate their rates of growth 
during 1960-1968 compared with the 1950s. 


The better performance of the agricultural secto: 
was an important factor in improving the grow 
performance of a number of developing ECAF 
countries during the 1960s. Table II-1-4 compa 
the annual rates of growth of GDP, agriculture an 
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able II-1-3. Developing ECAFE countries: 


Annual 


growth rates of real gross domestic product, 
population, and gross domestic product 


per capita, 1950-1968 


Country 

Burma 

GDP* 

Population . 

GDP per capita 
Ceylon 

GDP? 

Population . 


GDP per capita 
China (Taiwan) 
GDP* 
Population . 
GDP per capita 
India 
GDP? 
Population . 
GDP per capita 
Indonesia 
GDP* 
Population . 
GDP per capita 
[ran 
GDP* 
Population . 
GDP per capita 
Korea, Rep. of 
GDP? 
Population . 
GDP per capita 
Malaysia, West 
GDP* 
Population . 
GDP per capita 
Pakistan 
GDpP* 
Population . 
GDP per capita 
Philippines 
GDP* 
Population . 
GDP per capita 
Thailand 
GDPp* 
Population . 
GDP per capita 


Developing ECAFE countries 


GDP : 
Population . 
GDP per capita 


jource: United Nations, Yearbook of National Accounts Statistics, 
1969; United Nations, Monthly Bulletin of Statistics and 


Annual compound: per cent 


1950-1960 


6.3 
1.9 
4.3 


3.0 
a 
0.5 


7.6° 
Sve 
3.8° 


35 
‘ae, 
1.6 


Dice 
2.6° 
25° 


4.0 
Shik 
0.9 


2 
ody! 
0.4 


6.9 
3.1 
Sef 


6.4° 
3.8° 
2.3° 


4.0 
2.1 
1.9 


national official publications. 


* At market prices. 
> 1960-1967, 
©1951-1960. 

4 NDP at factor cost. 


1960-1965 


2.7 
2.0 
0.7 


3.9 
2:2 
ie: 


10.1 
3.2 
6.7 


3.3 
24455 
0.8 


1.8 
2.3 
—0.5 


6.6 
2.7 
3.8 


6.8 
2.9 
3.8 


oye) 
3.1 
2.8 


5.5 
2.1 
3.3 


4.8 
St 
U4 


7.2 
Suk 
4.0 


43 
2.5 
1.8 


© 1953-1960. 
£ 1955-1960. 
= 1960-1966. 
® At factor cost. 


1960-1968 


13? 
7a he 
—0.7° 


4.8 
24 
2.4 


10.0 
Oak 
6.8 


3.3 
2.5 
0.8 


2.6 
Fup: 
0.2 


8.0 
2.9 
rey 


8.4 
2.7 
5.6 


De 
Sake 
27% 


5.6 
Zk 
34 


4.6 
3.5 
Ll 


7.8 
3.1 
4.6 


4.4 
2.5 
1.9 


manufacturing in some of these countries in the 
1950s and the 1960s. The agricultural growth rate 
more than doubled in the cases of Pakistan and 
Ceylon and was fairly high in the cases of Malaysia 
and the Republic of Korea. In the cases of India 
and Indonesia, there was a deceleration in the rate 
of agricultural growth in 1960-1968, but the position 
improved subsequently. Production in the manufac- 
turing sector expanded at a faster rate in the 1960s 
in all countries except the Philippines. 


The fast growth in population neutralized a good 
part of the increase in gross domestic product in a 
number of developing ECAFE countries. The per 
capita income in the developing ECAFE region rose 
at an average annual rate of just 1.9 per cent during 
1960-1968 which was below the average of 2.1 per 
cent for the developing countries as a whole. How- 
ever, some countries of the region, particularly China 
(Taiwan), Iran, the Republic of Korea and Thailand, 
achieved average growths in per capita income sub- 
stantially above the average for the developing 
countries as a whole. These were also the countries 
which showed a pronounced acceleration in the rate 
of growth of per capita income in 1960-1968 compared 
with the 1950s. 


Changes in the levels of living 


Increase in per capita income is not the sole 
concern of development effort nor is it a compre- 
hensive measure of increase in human welfare. 
Identical rates of growth in per capita income can 
conceal substantive differences in changes in the levels 
of living and standards of material well-being. This 
is because a simple statistical measure like per capita 
income growth tells us nothing about changes in the 
pattern of income distribution and the qualitative 
changes in the levels of living of different classes of 
a country’s population. For determining the impact 
of the development process on the living standards 
of various groups of population, it is necessary 
therefore to have some idea about changes in the 
pattern of income distribution during the time period 
under study. 


The level of living is also affected by the 
environmental conditions and the type of social 
services!” available in an economy. Social services 
provide benefits in kind for which people would have 
otherwise spent or needed cash. They also enable 
people to improve their productive efficiency and make 
life enjoyable. Social welfare is not an automatic 
consequence of growth in national income, and living 
standards can remain static or even regress notwith- 
standing a rise in national or per capita income. 


12 Social services include educational facilities, care of health, low- 
cost housing and a whole host of other items designed to improve the 
living conditions of the people. 
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Table II-1-4. Developing ECAFE countries: 


Part Two. Current Economic Development 


Annual rates of growth of 


gross domestic product, agriculture and manufacturing, 
1950-1960 and 1960-1968 


Gross domestic product 


Agriculture Manufacturing 


1950-1960 1960-1968 1950-1960 1960-1968 1950-1960 1960-1968 

Ceylon 3.0 4.8 nee 2.6 5.2 13 
China (Taiwan) . 7.o* 10.0 Aida 5.8 10.8 13.8 
India . a0 aes) 3.1 they 33 5.1 
Indonesia . CHeie 2.6 4.89 2.0 —,3* 2.8 
Korea, Rep. of Sees 8.4 2.6” 3.9 13.6 15.9 
Malaysia, West 4.0° 5.99 295 4.74 49° 11.0% 
Pakistan 25 5.6 1.4 Bad, 7.8 8.3 
Philippines 6.9 4.6 5.0 5.1 9.8 47 
Thailand . 6.47 7.8 4.3" 4.8 6.8 10.8 
Source: United Nations, Yearbook of National Accounts Statistics, 1969, and national sources. 

* 1951-1960. © 1955-1960. 

» 1953-1960. * 1960-1966. 


Information on changes in per capita income has 
therefore to be supplemented by information on other 
indices of social change to determine changes in 
human welfare (the ultimate aim of all development 
effort). The United Nations Statistical Commission 
has suggested nine major components of a satisfactory 
index of levels of living: (a) health; (b) food con- 
sumption and nutrition; (c) education; (d) employ- 
ment and conditions of work; (e) housing; (f) social 
security; (g) clothing; (i) recreation and (i) human 
freedoms. The Commission recommended that con- 
sideration also be given to population and labour 
force, income and expenditure, and communications 
and transportation, to obtain a comprehensive picture 
of the levels of living. 


Evaluation of progress in the developing ECAFE 
region in the First Development Decade thus requires 
a review of not only the trends in gross domestic 
product and its distribution amongst the various 
income groups but also an assessment of achievements 
and failures in a number of other fields. Unfort- 
unately, adequate information is not available for a 
comprehensive evaluation of this type. However, an 
attempt is made below to delineate at least the broad 
trends in respect of changes in income distribution 
and the levels of living in the developing ECAFE 
countries in the First Development Decade. This 
should serve to focus attention on some of the major 
policy issues with which these countries are likely to 
be faced in the Second Development Decade. 


Trends in income distribution 


Adequate statistics are not available to form a 
comprehensive picture about the trends in income 
distribution in the developing ECAFE countries in 
the recent past. Attempts have been made in some 
countries to study the pattern of income distribution 


with the help of fragmentary data based on incon 
tax returns and household sample surveys,'* but the: 
studies usually relate to a point of time and do n 
furnish information about trends in income distrib 
tion over time. In the absence of sufficient data o 
the subject, any judgement on the trends in incon 
distribution in the developing ECAFE region has | 
rely a good deal on indirect inference. 


Among the developing ECAFE countries, tl 
Philippines and Ceylon are the only ones which hat 
data on income distribution permitting some compar 
son over time. The data relating to the Philippine 
reveal an increase in income inequalities between 195 
and 1961.14 The share of the top decile in person: 
incomes is estimated to have increased from 39 
per cent in 1956 to 40.7 per cent in 1961, while tl 
share of the five lowest deciles declined from 18 
to 17.9 per cent. The over-all concentration ratio — 
estimated to have risen from 0.492 to 0.515 durin 
this period. The sectoral analysis of income distr 
bution showed that income disparities were wider i 
urban than in rural areas and income inequaliti 
appeared to be rising faster in urban than in rur: 
areas. In Ceylon, the extent of income inequaliti 
is estimated to have declined slightly between 195 
and 1963.1° The share of the top decile in person: 
incomes declined appreciably from 40.6 per cent i 
1953 to 36.8 per cent in 1963, but the share of th 
five lowest deciles did not rise; in fact, it decline 
from 20.9 to 19.93 per cent. It was the share « 
upper middle-income groups which improved perce} 


13 For the limitations of such data and the caution that is needed 
using them in income distribution studies, see Titmus, R. M., Incon 
Distribution and Social Change (London, Allen and Unwin, 1963 
and Kuznets, S., Modern Economic Growth (Yale University Pre: 
1966), pp. 195-206. 

14 Reyes, P. S. and Chan, T. L., Family Income Distribution in tl 
Philippines”, Statistical Reporter, Vol. IX, No. 2, 1965, pp. 31-32. 

15 Central Bank of Ceylon, Survey of Ceylon’s Consumer Finance 
1963, p. 66. 
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tibly in this period and this, along with the decline 
in the share of the top decile, led to a slight decline 
in the over-all concentration ratio from 0.46 in 1953 
to 0.45 in 1963. 


Information about trends in income distribution 
in other developing countries of the ECAFE region 
is very scanty. A study on income distribution in 
India relating to the period 1953/54 to 1956/57 found 
that the top decile in the urban areas had 37 per 
cent of personal income while the top decile in the 
rural areas had 25 per cent.'® On the other hand, 
the share of the five lowest deciles in urban areas was 
25 per cent, while the share of corresponding deciles 
in the rural areas was 30 per cent. The concentration 
ratio worked out at 0.40 for urban areas, 0.31 for 
rural areas and 0.34 for the country as a whole. 
Comparable information for the subsequent period is 
not available, but, according to the Indian Planning 
Commission: “Available information does not indicate 
any trend towards reduction in the concentration of 
income and wealth. Nor is there any indication that 
there has been any lessening of disparity in the 
standards of living of various classes”.!” 


A rough estimate of income distribution in Pakis- 
tan for 1959/60 revealed wide disparities between 
the lowest and highest income groups, particularly in 
the urban areas.!8 A study relating to 1963/64 also 
indicated wide-ranging income inequalities.1® The 
only study which attempted an inter-temporal com- 
parison of trends in income distribution in Pakistan 
was based on income tax returns and hence covered 
only 0.1 per cent of the total population and about 
1 per cent of the urban population in the country.?° 
Moreover, it covered the period up to 1960/61 only. 
This study reached the conclusion that, whereas the 
pattern of income distribution amongst the tax-paying 
population in Pakistan was highly skewed,”! there 
was a modest decline_in income concentration in that 
population group between 1950 and 1960. It re- 
cognized, however, that indirect checks had revealed 
that the inequality of incomes between the tax-paying 
population (representing the upper-income brackets) 
16 Bhatt, V. V. and Ojha, P. D., “Pattern of Income Distribution in 
an Underdeveloped Economy: A Case Study of India”, American 
Re amic Review, September 1964. For some earlier estimates sce 
Report of the Committee on Distribution of Income and Levels of 
Living, Part I (Planning Commission, Government of India, 1966), 

. 14-15. 
: Mia Fourth Five-Year Plan (draft), Planning Commission, Goyern- 
ment of India, 1969, p. 8. 

18 Government of Pakistan, The Third Five-Year Plan, p. 29. 
19 Bergan, A., “Pezsonal Income Distribution and Personal Savings 
in Pakistan, 1963/64”, Pakistan Development Review, Summer 1967. 
20 Khadija Haq, “A Measurement of Inequality in Urban Personal 
income Distribution in Pakistan”, Pakistan Development Review, 

inter 1964, pp. 623-664. 


21 Tn 1960/61, the top decile of the tax-paying population account- 
ot 35.4 per cent of total incomes while the lowest five deciles had 


ly 23.5 per cent of total incomes. 


and the rest of the economy, had been increasing 
over time. Sectoral income studies also corroborate 
the trend towards increasing inequalities. In one of 
these studies, for example, it was found that the real 
income of Pakistan’s rural population declined from 
1949/50 onwards till the early 1960s, after which it 
recovered, but the 1964/65 level was about the same 
as in 1949/50.2? Another study indicated a decline 
in the real income level of the poorest stratum of 
rural population in East Pakistan in the 1950s, and 
no significant rise in the 1960s for the period covered 
up to 1966.2" The trend in real wages in the manu- 
facturing sector in Pakistan was investigated in 
another study which concluded that, in the period 
1954-1964, real wages had “failed to rise and almost 
certainly declined somewhat” so that, with per capita 
income rising, it could be inferred that the pattern 
of income distribution had become more unequal, 
particularly in the urban areas.** 


Information on the income distribution pattern 
in China (Taiwan) is available only for one point of 
time. According to a survey carried out in 1964, 
the top decile of households received about 26 per 
cent of all family income as against approximately 
28 per cent for the five lowest deciles.2° The data 
show that, unlike the position in most other developing 
ECAFE countries, there was no significant difference 
between rural and urban incomes in China (Taiwan). 


Information on changes in the pattern of income 
distribution in other developing ECAFE countries is 
lacking but there are reasons to believe that inequali- 
ties of income have probably increased in most of 
these countries in recent years. Though there has 
been a structural change away from agriculture to 
industry and other occupations where the value of 
product per worker is higher, the favourable effects 
of these intersectoral shifts on the pattern of income 
distribution seem to have been more than neutralized 
by intrasectoral changes in income differentials. It 
appears that a number of institutional and other 
factors have militated against an equitable sharing 
of the gains in productivity, both in the agricultural 
and non-agricultural sectors, and have often aggravat- 
ed income inequalities.2® There is evidence that even 
the recent “agricultural revolution” is tending to 


22 Griffin, K. B., “Financing Development Plans in Pakistan”, 
Pakistan Development Review, Winter 1965. 

23 Bose, S. R., “Trend of Real Income of the Rural Poor in East 
Pakistan, 1949-60", Pakistan Development Review, Autumn 1968. 

24Khan, A. R., “What has been happening to real wages in 
Pakistan”, Pakistan Development Review, Autumn 1967. 

25 Government of the Republic of China, Directorate General of 
Budgets, Accounts and Statistics, Report on the Survey of Family In- 
come and Expenditure and Study of Personal Income Distribution in 
Taiwan, cited in ECAFE: “Review of the Social Situation ia the 
ECAFE region”, February 1970 (E/CN/11/L.250), p. 16. 

26 How this has happened is discussed at some length in the section 
on Major Policy Issues. 
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increase, rather than decrease, income inequalities, 
and these inequalities may become more serious unless 
suitable policy measures are taken.*7 


Apart from pronounced interpersonal income 
inequalities, some of the developing ECAFE countries 
have a sizable problem of significant interregional 
disparities in income. In Pakistan, for example, the 
eastern part of the country has lagged considerably 
behind the western part in the matter of economic 
development, and imbalance in regional income dis- 
tribution has accentuated.*® There is evidence of 
considerable regional disparities in the case of India 
also. According to a recent plan-evaluation study, 
the percentage of households living below the “poverty 
line” (defined as monthly expenditure of Rs 100 per 
month) varied from 33 per cent in certain States to 
as high as 73 per cent in others.*° Jn the Philippines, 
interregional income disparities are reported to have 
become more pronounced over time, while the same 
has probably happened in the case of Thailand, the 
Republic of Korea and other developing ECAFE 


countries.°° 


Living standards and environmental conditions 


The improvement brought about by economic 
growth in the living standards of the people in the 
developing ECAFE region during the First Develop- 
ment Decade is not easy to quantify. In the 
developing countries, where large masses of population 
still suffer from varying degrees of malnutrition, 
quantitative and qualitative changes in food consump- 
tion are one of the most important indicators of 
changes in the levels of living. Nutritional quantity 
is usually measured by caloric content while the 
quality of diet is judged with reference to its protein 
content. Table JI-1-5 illustrates the nutritional situa- 
tion in the developing ECAFE countries and also 
provides a comparison with certain developed coun- 
tries. It will be seen that there is a wide disparity 
in the caloric and protein content of per capita food 
supply between the developing ECAFE countries and 
the advanced countries. The progress in the direction 
of improving the nutritional levels appears to have 
been quite slow in a number of countries, at least 
till 1967, the latest year for which such figures are 
available. The minimum daily requirement of calorie 
intake for Asian countries is placed at 2,300 units 
by the Food and Agriculture Organization. It will 


27 Cf., “Strategies for Agricultural Development”, Economic Survey 
of Asia and the Fav East, 1969, Part I, pp. 42-43, and Report of the 
Joint FAO/ECAFE/ILO Seminar on Land Reform Implementation in 
Asia and the Far East, Rome, 1969, p. 4. 

28 Government of Pakistan, The Fourth Five-Year Plan, p. 1. 

29 Government of India, Planning Commission, Regional Variations 
in Social Development and Levels of Living (New Delhi, 1967), 
Vol. I, p. 49. 

3° ECAFE, “Review of the Social Situation in the ECAFE Region”, 
February 1970, op. cit., pp. 18-19. 
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be seen that, of the listed countries, only three, namel, 
China (Taiwan), the Republic of Korea and Malaysia 
had average daily intakes above this level, whil 
others had yet to reach this level. The total protei1 
intake, especially animal protein, was far below th 
level of advanced countries and had not risen mucl 
in recent years. In fact, in quite a few countries 
the protein intake had gone down, and, in India an 
Pakistan, the two most heavily populated countries 
the protein intake was even lower than in the pre-wa 
period. 


The above-cited national averages of calorie an 
protein intake do not portray the full magnitude o 
malnutrition prevalent in some of the developins 
ECAFE countries. Available evidence suggests tha 
there are pronounced disparities in the consumptio! 
levels and dietary composition of various groups o 
population in these countries, particularly in respec 
of protein intake. For example, it is estimated thal 
in India, between a quarter and a third of the tote 
households do not receive enough protein.*! Eve 
in regard to cereals, the staple diet, there appear t 
be wide‘variations in consumption between the riche 
and the poorer families, and, according to a detaile 
survey of consumption trends in the Indian economy 
the poorest sections of the population were livin 
even below the subsistence level.** Some groups o 
population in Indonesia also were reported to b 
suffering from under-nourishment and malnutrition.’ 
According to FAO estimates, more than half of th 
total population of the developing ECAFE region doe 
not have the amount of food necessary to lead | 
healthy, active life.*+ 


The widespread malnutrition in most of th 
developing ECAFE countries is attributable to th 
low levels of per capita income and slow growth ii 
the production of foodgrains and non-cereal foo 
items. The average income of a large number o 
households is not enough to provide even two squar 
meals a day. According to an Indian study, “th 
low level of consumption of cereals of the poores 
section was almost certainly due to lack of purchasin 
capacity”®> and year-to-year variations in cereal cor 
sumption showed that “the poorest section of th 
population, except for the period of very low price: 
could not afford to consume as much cereals as the 
would have desired’”.2* The position is worse i 


31 United Nations, Report on the World Social Situation, 196) 
p. 40. 

82 Report of the Committee on Distribution of Income and Leve 
of Living (India), Part Il, op. cit., p. 18. 

33 Napitrpulu, B., “Hunger in Indonesia”, Bulletin of Indonesia 
Economic Studies, No. 9, February 1968, pp. 60-70. 

34 Cf., United Nations, Report on the World Social Situation, 196: 
op. cit., pp. 37-39. 

35 Report of the Committee on Distribution of Income and Leve 
of Living (India), Part Il, op. cit., p. 18. 

36 Tbid., p. 32. 
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Estimated calorie and protein content of per capita fcod supply 


in selected developed and developing countries 


Calories Total protein Animal protein 
Pre-war 1960-1962 1966 1967 Pre-war 1960-1962 1966 1967 Pre-war 1960-1962 1966 1967 
Number per day Grammes per day 

Developing ECAFE countrics 

Afghanistan 2,040? 1,950 eer 62:5" 56.4 bags a 7.80 7.7 

Ceylon . : 2,080 2,180 2,170 sere 46.1 44.5 48.0 oer 7.9 10.3 8.3 

China (Taiwan) fee 870.) 2,390 2;400 2,520 45.1 58.5 62.2 68.2 15.5 15.3 19.3 23 

inde eee | 1:950° 2,020 1,810° 52.2" 49.6 45.4% eee 8.2° 5.6 5.4% 

Indonesia” . 1,980° nae 38.2° Rei. see a 45° pee 

Tran WP eh, 2,050 1,890 59.66 49.8 tr Sse isa 115 

KoreasRepsoi. 4 os + 2,240® 2,390 72:05 9 JOS 114= ALS 

Malaysia (West) — Singapore ane TOUT vrs aie 54.3° fF 16.3° 

Pakistan een 950 2.090 9 2:230 Re 52.2° 49.0 51.5 sae 8.2° 11.1 1 rat 

Philippines 1,880 2,070 2,000 48.0 48.6 50.5 WATE 18.2 18.7 
Selected developed countries 

Australia 3,300 3,140! 3,120! 103.3 89.8? 90.54 66.6 59.7! 60.6! 

France . le 2,880 3,080 3,100 Bie 94.9 99.2 100.7 St 40.9 53.4 59.9 

Germany, Fed. Rep. of 3,040" 2,990' 2,879 2,960* 84.8 81.1! 79.9) 80.9* 42.5 49.8! 51.5) 52.08 

United Kingdom . Dall Game s.270+) 5,220) 13,2505 80:2 89.0! 88.93 87.5* 43.9 53.4' 53.3) 53.8% 

United States .-. 3,280 3,120 3,160! 3,200* 86.3 92.4 93.8 95:65) 51.7 64.3 65.15 68.6" 
Source: FAO, The State of Food and Agriculture, 1969. 

* 1961/62. ® 1962. 


> Split years. 

“India and Pakistan. 
4 1965/66. 

© 1961-1963. 

£1960. 


espect of more nutrient types of food which are 
enerally outside the reach of the mass of the 
opulation. Apart from the low level of income, the 
nability of the people to have sufficient food and a 
alanced diet is also related to inadequate growth in 
he agricultural sector. In quite a few countries, 
roduction of foodgrains till recently did not keep 
ace with the increased demand resulting from 
opulation growth and rise in per capita income, and, 
onsequently, the prices of foodgrains rose and the 
onsumption levels of poorer sections of society were 
lepressed.** The production of more nutrient types 
f food has risen even more slowly and resulted in 
| steady rise in their prices. The prices of meat, 
gs, milk and butter, the main sources of animal 
yrotein, have shown a pronounced rise over the years, 
md the inability of large masses of population to 
fford them at these prices is an important factor 
n the prevalent widespread malnutrition. 


Social services provided by the Government are 
onsidered an important means of raising the living 
tandard of the people. A recent survey**® conducted 


[aE . 

_ 87 Food-deficit countries have sought to correct the imbalance. be- 
een the demand for and supply of foodgrains by means of imports, 
ut, in most cases, this has not prevented prices from rising. 

88 The results of this survey have been published in The Planning 
Financing of Social Development in the ECAFE Region, ECAFE 
ial Development Series, No. 1, 1969. 


» From 1959/60 onward including the Saar. 
* 1960/61-1962-63. 

4 1966/67. 

* 1967/68. 


by ECAFE disclosed that government financial alloca- 
tions for social services*® have shown an appreciable 
rise over the years in most of the developing ECAFE 
countries. Table IJ-1-6 summarizes this information.‘ 
It will be seen that government expenditures on social 
services have not only recorded a rise in absolute 
terms but have also risen relatively to other govern- 
ment expenditures. In the smaller countries, the 
proportion of government expenditure devoted to 
social services was in almost all cases more than 25 
per cent, and, in some cases, exceeded one-third of 
central government expenditure for all purposes. The 
proportion was much lower in the relatively more 
heavily populated countries, such as India and 
Pakistan. 


The distribution of government expenditure on 
social services is also shown in Table II-1-6. It will 
be seen that, in almost all cases, more than 50 per 
cent of government expenditure on social services 
was on education. In most countries, also, education 
is the social service which has shown the largest 


3° Social services were defined to include three major activities, 
namely education, health and social security (plus social welfare and 
miscellaneous social services, such as housing and recreation). 

4° This information is based on replies received to an ECAFE 
questionnaire and is subject to a number of limitations detailed in the 
publication mentioned in 38 above. 
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Table I-1-6. Developing ECAFE countries: Percentage distribution of 


government expenditure by functional classification ° 


Social services 


Social 
security and 
special Other All 
welfare Other social government government 
Country Year Total Education Health services services services services 
Whole government 
Hong Kongiesd Fi nee be 1956 31.6 14.0 8.3 1.0 8.3 68.4 100.0 
1961 37.8 15.7 10.4 1.1 10.6 62.2 100.0 
1966 37.7 15.1 on 1.0 12.5 62.3 100.0 
Jadiaul .) @.elerG al.) ecel ees 1954 17.7 7.9 4.0 4.9 0.9 82.3 100.0 
1955 nua. 8.38 3.9 naa. naa. na. 100.0 
1960 n.a. 9.38 4.5° na. na. n.a. 100.0 
1965 N.a. ide 3.8? n.a. na. n.a. 100.0 
Korea, Republicof vi. sie. ae 1957 2.1 0.4 0.9 0.7 0.1 97.9 100.0 
1961 20.8 14.1 12 3.6 19 79.2 100.0 
1966 36.7 27.9 TAS | 4.3 He 63.3 100.0 
Malaysia, "West= 25" 1 o..meabee us 1960 17.3 10.1 45 15: 122 82.7 100.0 
1965 20.8 13.4 5.0 0.4 2.0 79.2 100.0 
Pakistan 4a? «ee te eae eee 2 1956 9.6 6.4 n.a. 0.1 BH N.a.. 100.0 
1961 7.8 52 n.a. 0.2 24 na. 100.0 
1966 9.6 57; na. 0.2 Re? na. 100.0 
DINBAPOLe’ ee os ay oe 1956 37.4 18.3 11.9 3.9 Sis 62.6 100.0 
1961 30.9 14.8 : 10.1 20 3.3 69.1 100.0 
1966 35.6 19.1 9.8 1.7 5.0 64.4 100.0 
Central government 
Afghanistan ay 2) yee 1961 ee | 9.9 3.7 -- 3.5 82.9 100.0 
: 1966 19.5 12.9 2.8 —_ 3.8 80.5 100.0 
Geylan pees ne ce te cents. eae 1956 35.4 14.3 9.4 —_ 11.7 ——_ 64.6 100.0 
1961 38.8 15.1 7.8 —— 15.9 —— 61.2 100.0 
1966 37.9 1538 Saye | —_ 15.7 —— 62.1 100.0 
Lutiid “Geert ee 1966 6.5 1.9 1S) —. 3.3 —— 93.5 100.0 
Korea, Republic of ..5. .. «+ 1957 1.1 0.4 0.5 0.2 0.1 98.9 100.0 
1961 20.3 13.4 1.0 4.3 1.6 79.7 100.0 
1966 26.1 17.9 1.5 5.6 1.1 73.9 100.0 
Moa laysitt cA rst lee cele i A BS 1960 17.7 10.8 4.8 1.4 0.7 82.3 100.0 
1965 21.2 15.1 5.5 0.4 0.2 78.8 100.0 
Philippines eye! Laie. 1956 Sz7: 23.9 6.1 —_- _ 1.7 —— 68.3 100.0 
1961 36.9 26.7 ie —- _ 2.7 —— 63.1 100.0 
1966 39.2 32.0 5.8 4 1.4 —— 60.8 100.0 
‘Thailand \apstwrigg.) Gat. ce” 2 1959 26.4 19.5 2.9 32 0.8 73.6 100.0 
1961° 24.7 16.6 27 4.0 1.4 15:3 100.0 
1966 27.3 16.5 3.6 3.8 34 Tae 100.0 


Source: United Nations, The Planning and Financing of Social Development in the ECAFE Region, ECAFE Social Develop- 
ment Series No. 1, 1969, pp. 33-34. 
* Capital expenditures are not included. 
Capital expenditures are partially included. 
© Development expenditure only. Social services total does not include expenditures on health. 


* Nine-month period ending 30 September. 
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acceleration in expenditure. It is noteworthy that in the developing ECAFE countries, as shown in 
expenditure on health has not increased to any great Table II-1-7, demonstrate that, in most of these 
extent in any of the countries for which data are countries, government expenditure on social services 
available; in fact, in some countries, the proportion as a proportion of GDP has risen over the years, 
spent on health services has actually registered a but, except in the case of a few of the smaller coun- 
decline. Expenditure on other social services, which tries, the rise is not very notable. It is particularly 
include subsidized housing for the poor and other noticeable that expenditure on social services other 
programmes aimed at improving the general living than education has formed a very small proportion 
and environmental conditions, have shown an even of total gross domestic product in most of these 
smaller progression, particularly in the case of more countries, and expenditure on “other social services” 
heavily populated countries. which include certain items of the greatest relevance 
for the living conditions of the poorest sections of 
The trends in the ratio of government expendi- the population is a minute proportion of the total 
tures on social services to gross domestic product gross domestic product. 


Table II-1-7. Developing ECAFE countries: Percentage ratio of 
government expenditures on social services to gross 
domestic product (or gross national product) 


Social security 
and special 


welfare Other social 
Country Year Total Education Health services services 
Whole government 
Chinax(laiwan), @ <<< 1966 3.6 Deh 0.2 0.7 0.0 
lots: Nong” sil wid Ge 1961 6.8 2.8 1.9 0.2 1.9 
Ticide meee? 0 Wkteacy a. 1954 2a 1.0 0.5 0.6 0.1 
1960 na. 1.6° 0.8% n.a. n.a. 
1965 n.a. 2.0° 0.99 n.a. Has 
ET ee i il loa cae 1966 4.6 Bil iN 0.5° 0.3 
Boreas Rep, of . ys koa ww 1957 0.4 0.1 0.2 0.15 0.0 
1961 4.9 3.3 0.3 0.8° 0.5 
1966 9.0 6.9 0.5 1.05 0.6 
Malaysia, West 3. 9: « - 1969 6.1 3.6 1.6 0.5 0.4 
1965 7.6 4.9 1.8 0.2 0.7 
SiigapOLCmnrets, She . ais\ ls 1961 6.1 2.9 2.0 0.6 0.6 
1966 rhe) 4.0 Pan 0.3 2.3 
Central government 
Gevlonsae ure eee ats 1956 8.3 3.4 22 2.7 ——— 
1°61 11.5 4.5 2.3 4.7 ——— 
1966 11.0 4.4 2.1 4.5 
Ghing(baiwan) oe aes, « 1966 0.8 OS 0.0 0.3 
Indias Sue) w i. dies efsa 1954 1.0 0.2 0.1 0.6 
1966 i! 0.3 0.2 0.6 
EAN as 3; ee 3, bes 1966 4.2 2.7 0.9 0.4¢ 0.2 
| Korearep: of of o's. 1957 0.2 0.1 0.1 0.0° 0.0 
| 1961 4.0 2.6 0.2 0.9° 0.3 
| 1966 3.9 27 0.2 0.8° 0.2 
. Malaysia, West . . . . 1960 Lys $5 ES 0.5 0.2 
| 1965 6.8 4.8 1.8 0.1 0.1 
. Philippines Babes ss 1966 3.8 Sit 0.6 0.1f 
ATH tie oy a2 occ, pe aPY, 4959 3.6 2.7 0.4 0.4 0.1 
1°66 4.3 2.6 0.6 0.6 0.5 


Source: The Planning end Financing of Social Development in the ECAFE Region, ECAFE Social 
Development Series No. 1, 1969, p. 38. 
® Urban services and resettlement. 
> Percentage of GNP. 
© Excluding capital expenditures. 
* Capital expenditures are only partially included. 
© Social security. 
£ Labour and welfare. 
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Apart from government expenditure on social 
services, certain expenditures in the private sector 
also directly affect the well-being of the people, such 
as amounts spent on workers’ housing and private 
hospitals. However, such expenditures are believed 
to be of insignificant magnitudes. Comprehensive 
information is not available regarding the impact of 
expenditure on social sectors on the actual living 
conditions of the people in the First Development 
Decade. However, fragmentary evidence suggests 
that, whereas notable gains have been achieved in 
the field of education, conditions in other sectors 
have not shown much of an improvement and, in 
certain cases, have even deteriorated. 


The First Development Decade has witnessed a 
remarkable improvement in the field of education in 
almost all the developing ECAFE countries. There 
has been a rapid expansion in educational facilities 
at all levels of schooling from primary to tertiary, 
with pupil enrolments outpacing the rate of growth 


Table II-1-8 Developing ECAFE countries: 


Part Two. Current Economic Developments 


of the corresponding school age groups. A rough 
picture of the achievements in the field of education 
is set out in Table IJ-1-8. Though figures of school 
enrolments are presently available only for the period 
up to 1963/64, they are sufficiently indicative of the 
all-round progress that was being made in this field 
in the 1960s. The largest numerical increase in 
enrolments has taken place at the primary level. It 
is reported that, in at least seven developing ECAFE 
countries, namely Ceylon, China (Taiwan), Mongolia, 
the Philippines, Singapore, the Republic of Korea 
and Thailand, 90 per cent or more of the primary 
school age groups were actually enrolled.*! The rate 
of growth in enrolments has been generally higher 
at the secondary level and, in some countries, highest 
of all at the tertiary level. These high growth rates, 
however, reflect the extremely low base levels, and, 
in absolute terms, educational facilities at higher levels 


41 United Nations, Report on the World Social Situation, 1967, 
op. cit., p. 118. 


Percentage of population aged 5-14 years and 


15-19 years enrolled at first and second levels of education in 1950, 1960 and 1963, 
and numbers of students per 100,000 population enrolled at 
third level of education in 1950, 1960 and 1964 


First level (5-14 years of age) 
1950 1960 1963 


(Percentage of age group) 


Afghanistanin) <6 5s es 3 5 9 
Brunei gie os) aia) ten Pe 30 71 86 
Burma :, bso ees ee 9 31 34” 
Gevlon 20) sree is 54 64 64 
Chins (Taiwan) s 40. « 6 48 67 67 
Fil ss) te, Mee ae es 71 78 79 
Hong Kongme << 3) a « 26 ey) 67 
India joie fos et eee 21 34 38° 
Indonésia.,. < so. » ww. a 29 42 he, 
Trai e sermon ee 16 28 Syke 
Khmer Republic. . . . ist 44 45 
Korea, Repooteiss Bemis os 53 60 69 
LAGS) 45 res PR eo. Oe 8 11 20 27 
Malaysia: West . . . . . 45 58 54 
East: Sabah’. << 24 42 55 
Sarawak 3) & et 52 53 
Mongolidus «1) 2° anne snk 40 sae 
Nepal Se A an he ae 8 14” 
Pakistan. 2/95" sot 2) ne 16 22 25 
Philippines) 79.) eee 74 56 60° 
Singapore ae Pe 51 66 65 
‘Thailand: <7)“. ounas 3 ae 52 59 60 
Viet-Nam, Rep. of . . . . 16 50 61 
Western Samoa?’ . . . kt 103 99 94 


Second level (15-19 ygars of age) Third level 


1950 1960 1963 1950 1960 1963 


(Percentage of age group) (No. of students per 100,000) 


0.5 1 3 3 12 23 
—_ 21 29 a oe 
3° is, Ge 18° 66° 
; 54 68 4 
15 37 52 87 330 530 
6 15 17 109 111° 
17 38 70 438 276 276 
14 35° 31° 118 154 284" 
3 9 ~ 8 48! 
5 14 19° 34 98 108 
0.4" 5" 14 5 17 77 
20 32 38 177 401 516 
0.5" 2" 38 — 6 7 
7 26 33 5 37 113 
2 9° 15 ua 
13 22 mer. 19 
7 160 259 756" 
7 Fis a: 50 66 
15 16 22 93 161 2228 
22 25 26° 969 978 1,144" 
i 47 57 181 629 892 
7 13 14 150 173 199" 
2 i5 19 war 85 138" 
4 6 54 242 125 79 


Source: United Nations, Compendium of Social Statistics, 1967, Statistical Papers, Series K, No. 3, New York, 1968. 


? Public education only. 
> 1964. 
©1962. 


* During the period under review, criteria for the classification 
of education as primary and secondary level were modified. 


© University of Rangoon only. 

f Universities only. 

® Incomplete data. 

» 1963. 

‘ Universities and degree-granting institutions only. 


Chapter I. Problems and Prospects of the ECAFE Region 103 


are still far below those found in advanced countries. 
Moreover, progress in education cannot be judged 
merely by the rate of growth of enrolments. The 
high rate of drop-outs in developing countries, parti- 
cularly at the primary and secondary levels, means 
that a large number of pupils who enrol at schools 
do not complete their education.*2 The educational 
programmes have also been characterized by certain 
imbalances which need special attention in the Second 
Department Decade.** 


The housing situation appears to have deterio- 
rated in most of the developing ECAFE countries 
during the First Development Decade. At the begin- 
ning of the decade, it was estimated that over 1,000 
million people in Africa, Asia and Latin America 
(about half of the total population of these countries) 
were “homeless or live in housing which is a health 
hazard and an affront to human dignity”.*t Available 
evidence suggests that housing output has steadily 
lagged behind needs during the First Development 
Decade. It is reported, for example, that the estimated 
requirement of ten new dwelling units per 1,000 
inhabitants per year has been met only in a few ad- 
vanced countries of the world, whereas, in many of the 
developing countries, it has not been higher than two 
or three units per 1,000 inhabitants.4° Moreover, 
much of the investment in housing in developing 
countries has gone into private luxury residential 
construction, while progress in low-cost housing has 
been disappointing. As a result, the housing situation 
for the poorer sections of society has continued to 
deteriorate. The housing shortage in India is re- 
ported to have increased by nearly 50 per cent during 
the 1960s, and, in Pakistan, by approximately 100 
per cent.4® The situation is particularly acute in the 
urban areas, on account of the fast pace of urbaniza- 
tion, and is rapidly assuming the proportions of a 
first-rate crisis.. The slum population of Calcutta in 
India and of metropolitan Manila in the Philippines 
is reported to account for one half and one quarter 
respectively of the population of these two cities.** 


In the field of health and sanitation, the record 
is a mixed one. There appears to have been a 
considerable advance in the eradication of certain 
diseases which were previously mass killers, and this 


42 Tn some of the developing ECAFE countries, drop-out rates in 
the first four years of primary school education are as high as 80 per 
cent or more of original enrolments and rates of more than 50 per cent 
are quite common. See the Bulletin of the UNESCO Regional Office 
for Education in Asia, Vol. 1, No. 2, 1967. 

43 For a discussion of these aspects, see pp. 78 and 82 below. 

44 United Nations, The United Nations Development Decade, Pro- 
posals for Action, op. cit., p. 59. , 

45 United Nations, Report on the World Social Situation, 1967, 

op. cit., p. 49. 

48 ECAFE, “Review of the Social Situation in the ECAFE Region”, 
February 1970, op. cit., p. 9. 

i” Ibid., p. 7. 


has resulted in significantly reducing the mortality 
rates and raising the average life expectancy. The 
progress in respect of general medical services and 
health care has, however, been slow and uneven, as 
can be seen from Table II-1-9 which gives data 
relating to population per hospital bed and population 
per physician in the developing ECAFE countries. 
Moreover, improvement in the hospiial bed/popula- 
tion ratio is not a comprehensive indicator of over-all 
progress in medical facilities in these countries 
because such facilities have generally “tended to 
coagulate in and around urban areas, leaving large 
segments of the rural population with little access to 
skilled medical help.”** 


The environmental conditions in which large 
masses of population live in developing ECAFE 
countries are appalling. Even such an elementary 
facility as a safe, piped water supply is not accessible 
to the large majority of the population. According 
to a survey by the World Health Organization 
(WHO), only 11 per cent of the population surveyed 
in developing regions had a good or fair water 
supply; supplies for the remaining 89 per cent were 
unsatisfactory or grossly unsatisfactory.*? These 
figures are corroborated by some of the individual 
country studies. In Pakistan, for example, it is 
officially stated that “hardly 10 per cent of the total 
population has access to drinkable water, and. in the 
large urban areas, not more than 30 per cent of the 
population has access to piped water.°° The over-all 
sanitary conditions, particularly in respect of sewerage 
and garbage disposal, are highly unsatisfactory, and, 
in large areas, virtually non-existent. Urban trans- 
port facilities have also failed to grow in line with 
requirements. 


A very important determinant of the level of 
living in a country is the state of employment. It 
is not possible to make any precise assessment of 
the trends in employment or unemployment in the 
developing ECAFE countries during the First Deve- 
lopment Decade. The greatest difficulty in any such 
assessment arises from the fact that unemployment 
in less developed countries often takes the form of 
chronic under-employment which is usually termed 
“disguised unemployment”. The measurement of the 
degree of under-employment or “disguised unemploy- 
ment” raises several difficulties and is usually subject 
to considerable margins or error.*'Statistics relating 


48 United Nations, Report on the World Social Situation, 1967, 
op. cit., p. 118. 

4° Tbid., p. 30. 

5° Government of Pakistan, The Fourth Five-Y car Plan, p. 465. 

51 For a discussion of difficulties involved in such measurement, see 
the paper by Louis J. Ducoff and Margaret T. Hagood in The Measure- 
ment and Behaviour of Unemployment, National Bureau of Economic 
Research (Princeton, 1957) and Chiang Hsieh, “Underemployment in 
Asia: Nature and Extent”, International Labour Review, Vol. LXV, 
No. 6. 
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Table II-1-9. Developing ECAFE countries: 


Population per hospital bed 


and population per physician, 1960 and 1965-1968 


Population per hospital bed 


1960 1965 1966 
Afghanistan 5,760 5,810 
Brunei ore 250 
Burma 1,400 ak 1,030 
Ceylon 5 350 290 Ss 
China (Taiwan) . 5 coe 1,040 
Fiji ; 270 me 
Hong Kong . sai ne 280 
India . 2,2009 1,670 
Indonesia . 1.300 1,450 Ate 
Tran - Je 900 
Khmer Rep. . 1,320 Age 
Korea, Rep. of 1,250 
Laos : 1,650 
Malaysia: West 250 
East: Sabah 420 
Sarawak =n 380 
Mongolia . 110 aris 
Nepal . ae 6,950 
Pakistan 13,000 2,820 
Philippines 730 
Singapore ety 250 
Thailand . 1,200 «ae 1,090 
Viet-Nam, Rep. of 610 590 
Western Samoa . 250 240 


Source: 


* 1962. 
©1961, 
© 1964. 
21957-1959. 


to “open” unemployment in developing countries are 
also far from comprehensive and are often based on 
registration of applications for work which substan- 
tially understate the extent of unemployment. The 
available estimates of under-employment and unem- 
ployment in the developing ECAFE countries are 
therefore subject to a number of reservations; but, 
even taken as a rough indication, reveal a situation 
which is clearly disturbing. Estimates made for 
seven Asian countries in the early 1960s gave un- 
employment rates ranging from 5 to 12 per cent and 
showed that the incidence of under-employment varied 
between 7.5 to 37 per cent.°* 


It is a notable feature of the unemployment 
situation in the developing ECAFE countries that its 
incidence is most severe amongst the younger people. 
In Ceylon, for example, it was estimated a few years 
back that about 80 per cent of the rural unemployed 
and 65 per cent of the urban unemployed were under 
25 years of age; in the Philippines, al’out 56 per cent 
of the unemployed were in the age group of 10-24 


52 Cf., United Nations, Report on the World Social Situation, 1967, 
opi dite, 8116. 


Population per physician 


1967 1968 - 1960 1965 1966 1967 1968 
é 31,0008 21,360 nae 
260 4,400” 4,590 3,470 3,090 
1,190 11,000 11,900 9,580 oa 
320 4,500 5.820 4,180 4,060 
Ae 1,564 2,470 2,330 2,540 
320 2,000 2,370 We. 2,400 
270 2,900" 2,660° 2,320 2,390 
RG 5,800” 5,780" 4,830 o% 
sé 1,470 48,000  34,820° 29,480 27,560 
960 3,800 ° 3,880 3,670 3,820 

29,727. 22.500 tar uy 

Si 2,900" 2,710 2.540 - 2,360 
1,570 58,250 20,000 24,550 23,380 
6,500" 5,890 5,320 4,750 

ne 12,000 9,740 11,340 1 

400 14,0008 il? 820) 11,130 
are 950° 730 a Sa 
5,110 72,000 45,090 41,180 39,780 
3,560 11,000 6,200 5,980 9,890 
720 3,949 1,330 1,370 1,390 
280 - 2,400 2,020° ‘1,790 1,780 
1,160 7,500 8,820 7,110 8,550 

-.. 29,000 19,960" 37,430 A 

=e. 2,265 2,710 2,980 


United Nations, Compendium of Social Statistics, 1963, and United Nations, Statistical Yearbook (various issues). 


years and, in Indonesia, half of the urban unemployed 
were in the age group of 15-24 years.®* Another 
disquieting feature is the high rate of unemployment 
among the educated people. In Malaysia, for ex- 
ample, a survey carried out in 1962 showed that 
unemployment rates were smallest for illiterates or 
those with only primary school education on the 
one hand, and for persons with higher school certi- 
ficates on the other, while they were greatest for the 
group in between.°4 The problem of educated un- 
employed appears to have assumed serious proportions 
in India and Pakistan, two of the most heavily 
populated countries of the ECAFE region. A number 
of studies in regard to the unemployment situation 
in India reveal that an increasing percentage of 
eraduates are unable to find employment, and it is 
taking longer, on the average, to secure a job after 
getting a degree.”® 


53 Cf, “Review of the social situation in the ECAFE region”, 
Economic Bulletin for Asia and the Far East, June 1965, p. 34. 

54 Cf., “Progress and problems of social development in the ECAFE 
region”, Economic Bulletin for Asia and the Far East, June 1967, p. 52. 

55 Tichman, Warren F., “People in plenty: Educated unemployment 
in India”, Asian Survey, October 1969, pp. 786-788. 
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In a number of advanced countries, the hardships 
of the less privileged and more vulnerable sections 
of society, such as the old and the sick and the 
unemployed, are alleviated by well-designed program- 
mes of social welfare and social security. In the 
developing countries, however, Governments lack the 
resources to mount social welfare programmes of any 
significant dimensions and voluntary philanthropic 
effort in the field is neither well organized nor 
substantial. 


Social discontent 


A number of developing ECAFE countries ex- 
perienced social discontent of varying intensity during 
the First Development Decade. The underlying causes 
of social discontent are by no means uniform and 
are related to a complex set of economic factors 
peculiar to-each country. Lack of any pronounced 
improvement in the living standards of the vast 
majority of the population appears, however, to be 
an important element in social discontent in most of 
these countries. Social discontent has been most in 
evidence in countries which gained their independence 
after the Second World War. It seems that people 
had expected appreciable improvement in their living 
conditions aiter the attainment of national sovereignty. 
As “colonial exploitation” was believed to be the 
major factor in people’s poverty, there was a “revolu- 
tion of rising expectations” after independence. The 
first decade or so in most of these countries was a 
period of remarkable political and social stability as 
people waited for the fruits of development to appear. 
Gradually, however, as the years go by, a sense of 
frustration seems to overtake them as they see very 
little improvement in their living conditions. This 
frustration has been heightened by the increase in 
inequalities of income and wealth and glaring con- 
trasts between the living conditions of the rich and 
the poor. The uneven development of various regions 
within a country has also given rise to tensions in a 
number of developing ECAFE countries. 


The social tensions are more apparent in urban 
areas than in the rural areas, even though per capita 
income in the urban areas is in most cases much 
higher than in the rural areas. It appears that, 
notwithstanding this difference in per capita income, 
the lot of the low-income groups in urban areas is 
no better than in rural areas and may in fact be 
worse. As the pattern of income distribution is more 
skewed in the urban areas than in the rural areas, 
rural-urban differentials in the actual income accruing 
to low-income groups are not so prominent as they 
appear from a simple comparison of per capita 
incomes. Moreover, the cost of living has been rising 
much more sharply in the urban areas than in the 
rural areas, so that per capita income figures, which 

‘are usually not fully adjusted to take care of all 


price differentials, do not accurately reflect the pur- 
chasing power of income received. The prices of 
the basic necessities of life, especially of food items 
which constitute the major component of family 
budgets of low-income groups both in rural and urban 
areas, are generally lower in rural areas than in 
urban areas simply because most of these products 
originate from the agricultural sector. Housing is 
a much costlier item in the urban areas, and people 
in those areas have to incur higher expenditures on 
services which are either free or much cheaper in 
rural areas. Finally, as the environmental conditions 
in which different sections of population live and 
work show much greater contrasts in cities than in 
rural areas, class distinctions are more sharply drawn 
and the sense of dissatisfaction is greater in urban 
areas. 


The encouraging features 


While there is much in the ECAFE region which 
gives cause for concern, there are a number of hopeful 
signs that, given appropriate policies, most of these 
stresses and strains can be overcome. The basic 
problems of developing ECAFE countries arise from 
the low level of per capita income, inadequate rate 
of growth and inequitable distribution of gains from 
development. It is encouraging to note that the rate 
of economic growth in some of the developing ECAFE 
countries showed a marked acceleration in the second 
half of the First Development Decade and the trend 
is likely to continue. At the same time, considerable 
rethinking is taking place in regard to social aspects 
of development and it is expected that future policies 
will represent a better blend between economic growth 
and social justice and lead to greater social stability. 


The recent acceleration in the rate of economic 
growth represents a tremendous effort on the part of 
the developing ECAFE countries to improve their 
economic performance. Many of the structural im- 
pediments to accelerated economic growth have been 
overcome. Considerable success has been achieved in 
the spread of modern technology. The rates of 
savings and investment have been raised and there 
has been a vigorous effort at export expansion. 


There has been a significant structural trans- 
formation in the economies of the developing ECAFE 
countries in recent years. The development effort in 
the initial stages was greatly handicapped by the 
insufficiency of physical infrastructure. Considerable 
progress has been made in recent years in removing 
this impediment to growth. There has been a sizable 
expansion in transport facilities and communications 
networks, and a rapid advance in the development of 
water and power resources. This should facilitate 
faster growth in future years. The building up of 
a more adequate physical infrastructure means that 
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. the “development potential” of the developing ECAFE 
countries has increased and that the development 
process in future will gain by the “external economies” 
associated with it. 


The changes in the relative contributions of the 
agriculture, manufacturing and other sectors to gross 
domestic product disclose a significant structural 


Table I-1-10. Developing ECAFE countries: 
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transformation in the economies of the developing 
ECAFE countries. It will be seen from Table II-1-10 
that, in almost all countries, the contribution of 
manufacturing to gross domestic product has gone 
up, though there are major inter-country variations 
in this respect. This has been accompanied by a 
decline in the share of agriculture in the gross 
domestic product. 


Industrial origin of gross domestic 


product in 1950, 1960 and 1968 


(in percentages) 


Agricul- Transport, 
ture, storage Banking, Public 
forestry, Mining Electricity, and com- Wholesale ‘insurance Ownership admin. 
hunting and Manu- Con- gasand = munica- andretail and real of and 
Country Year and fishing quarrying facturing struction water tion trade estate dwellings defence Services 
Burma®* 1950 40.3 0.5 rel PAGS 0.1 3.3 eae 0.4 p 6.3 12.8 
1960 31.8 1.0 13.2 oti 0.3 4.0 27.0 1.3 s 9.0 91 
1967 34.3 0.7 a) 2.3 0.7 6.6 29.0 1.0 ~ 8.2 8.2 
Ceylon® 1950 54.8 0.2 4.0 6.8 0.5 7.7 8.5 0.4 1.4 8.4 7A 
1960 46.4 1.3 5.2 7.7 0.5 7.2 9.7 0.8 3.1 6.7 12.6 
1968 38.8 0.7 10.9 6.3 0.5 9.4 12.1 ie 2.6 4.8 12.7 
China (Taiwan)° 1951 34.6 Ls 13.3 4.1 1.3 4.6 13.8 1.0 8.6 11.4 6.0 
1960 31.4 2.3 17.3 4.2 1.8 5.0 2 1.6 6.8 11.1 5.0 
1968 23.0 1.7 22.8 4.7 21 6.2 13.4 2.6 6.8 11.8 53) 
India® 1950 51.2 0.7 15.3 : ‘4 17.0 —— 0.7 4.3 4.5 6.3 
1960 51.0 1.0 13.9 4.6 0.5 4.3 9.7 1.2 PRS 4.0 6.7 
1968 50.4 1.1 13.2 4.0 0.8 4.6 10.8 1.4 2.3 4.7 6.4 
Indonesia® 1958 52. 0.8 13.1 2k 2 3.8 10.6 0.8 2.1 Re 6.4 
1960 53.9 a7 8.4 2.0 0.3 of 14.3 1.0 2.0 4.5 6.2 
1968 51.7 3.8 8.9 Bl = 2.0 17.9 0.5 2.0 44 6.7 
Iran® . 1960 29.4 0.2 24.8 4.4 0.6 8.1 8.9 ed 5.7 7.8 4.6 
1967 22.2 0.3 31.6 5.0 1s} BPP) 10.2 2.6 5.1 113 4.6 
Khmer Republic* 1960 45.3 -- 8.5 4.0 nm Bee 2.2 19.3 0.4 P 12.6 4.9 
1966 40.8 _ 10.3 aS eZ 22 och 0.3 Ks 12.1 5.0 
Korea, Republic of® . 1953 49.3 1.2 Aig 22) OA 6. Tht) Oa ee 6.1 
1960 40.0 75 e420 3.5 0.7 4.6 9.6 15 7.1 17 Unite 
1968 32.3 14 179 5.5 1.4 64 142 1.8 3.3 6.1 9.7 
Malaysia, West® . 1955 46.5 5.5 — 5.3 —— —— 4.0 —— 9.6 SY 122% 8.5 8.5 
1960 37.8 5.9 8.7 3.0 1s 3.6 15.5 1.4 4.7 65 11.5 
1966 28.4 7.7 10.9 45 Des 3.5 15.6 Er 42 Zed 14.0 
Nepal® 1961 64.5 0.5 12.1 3.8 _ 1.0 4.9 0.6 9.1 2.1 ig 
1965 65.7 0.4 10.7 3.3 0.2 1.8 4.8 it 8.1 1.4 25 
Pakistan® . 1950 58.0 0.1 7.6 1.2 0.1 4.8 12.3 0.3 213) 4.4 my/ 
1960 53.0 0.2 95 Ps! 0.4 6.0 12.0 0.7 >3 4.1 6.4 
1968 46.0 0.3 ti4 Dud 0.8 6.7 12.2 La 4.6 ih oo 
Philippines* 1950 39.4 0.8 12.3 6.6 0.6 3.0 13.0 2.3 3 4.2 17.9 
1960 31.5 Tee 18.6 Su 0.9 4.0 15.5 29 2) 6.7 18.4 
1968 35.4 Nd 17.4 3.3 0.6 S855 10.6 3.6 » 8.2 1534 
Singapore® 1960 6.1 0.2 9.0 2.0 23) —_— 31.8 —_— 45 Die 38.9 
1968 3.5 0.2 16.6 4.2 2.6 = 30.7 _ 3.9) oll ai2 
Thailand* 1951 50.1 1.9 10.3 2.9 0.1 31 18.0 0.4 3:7, 2.8 6.7 
1960 39.8 1.0 125 4.6 0.4 he ea 1.9 2.9 4.6 9.7 
1968 31.5 1.8 15.0 7.0 1.1 6.2 17.3 305 Zit 4.3 10.3 
Viet-Nam, Republic of. 1960 34.2 04 10.8 1.6 0.8 49 10.2 1 7:65 W158 64 
1966 28.6 0.2 9.2 1.8 0.5 43. 144 1.9 64 24.4 6.9 


Source: National official sources and United Nations Yearbook of National Accounts Statistics. 


* GDP at market prices. 

» Included in other services.: 
© GDP at factor cost. 

4 NDP at factor cost. 


© 1958: GDP at factor cost. 
1960 and 1968: GDP at market prices. 

Including religious and welfare organizations, trade 
associations and educational institutions. 
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It is also noteworthy that quite a few developing 
ECAFE countries, such as India, the Republic of 
Korea and China (Taiwan), have passed out of 
the first phase of industrialization and have made 
significant headway in more sophisticated lines of 
industrial production. It is estimated that the pro- 
duction of heavy industries in the developing ECAFE 
region rose at an average annual rate of 11 per cent 
during 1960-1966, while the production of light 
industries rose at the rate of only 7 per cent per 
annum. As a result, the contribution of heavy in- 
dustry to total value added in manufacturing rose 
from 36 per cent in 1960 to 41.3 per cent in 1966, 
while that of light industry declined from 64 to 58.7 
per cent.°® This change in the internal structure of 
industry is likely to have beneficial “spread” effects, 
if other circumstances are favourable, and has the 
potentiality of improving productivity levels in other 
sectors of the economy. 


By far the most encouraging development in the 
developing ECAFE region during the First Develop- 
ment Decade has been the breakthrough in agriculture. 
Table II-1-11 provides a comparison of the average 
annual growth rates of food production in a number 
of developing ECAFE countries during 1960-1966 and 
1966-1968. It will be seen that there was a pro- 
nounced increase in the rate of growth of food 
production in India, Pakistan, Ceylon and Malaysia 
during 1966-1968 compared with 1960-1966. The 
dramatic increases in agricultural productivity in 
these countries reflect the successful introduction of 
new agricultural techniques based on high-yielding 
seed varieties and intensive application of fertilizers. 
The high-yielding strains of wheat and rice were first 
introduced into the developing ECAFE region in 
1966/67, when it is estimated that about 64,000 
hectares were planted with new varieties of wheat 
and 94,000 hectares with new varieties of rice. The 
area planted with the new strains was rapidly ex- 
tended in subsequent years, and, by 1968/69, about 
6 million hectares had been planted with new wheat 
varieties (representing about one sixth of the region’s 
wheat land) and more than 5 million hectares had 
been planted with the new rice varieties (representing 
about 7 per cent of the region’s rice land).*” It is 
noteworthy that progress in the adoption of new 
varieties of seeds and greater use of fertilizers has 
been most rapid in the highly populated and food- 
deficit countries of the region, such as India, Pakistan 
and the Philippines, where the food situation had 
been particularly precarious in recent years and food 
imports had been sizable. The good performance of 
the agricultural sector has not only resulted in 
improving the growth performance of the developing 


56 United Nations, Asian Industrial Development News, No. 3, 
1968, p. 16. 
57 United Nations, World Economic Survey, 1968, Part Il, p. 47. 


ECAFE countries; it has also helped to stabilize the 
price level and improve the balance of payments. 
If this breakthrough in agriculture is sustained in 
future years (and there are good prospects that it 
will), it would be the most important single factor 
contributing towards the improvement of the living 
standards of the people of the region in the Second 
Development Decade. 


Table II-1-11. Average annual rates of growth in 
food production in selected developing ECAFE 
countries, 1960-1966 and 1966-1968 


Country 1960-1966 1966-1968 
Geylonivera sure, bet ah Za 6.2 
China (Taiwan). . . . . 4.9 3.0 
India wee ame x) Lee td 0.1 6.8 
Mndomnesta ciao, woul cds Gat) CZ, 1.6 
Malaysia Westin veac i 10 3.7 5.8 
Pakistan! ire ese Cn oe, aa: 15 vial 
Philippinessetcpege) co" eames 5 4.2 2.5 


Source: FAO, The State of Food and Agriculture, 1969, p. 176. 


Another encouraging feature which stands out 
prominently in the economic performance of the 
developing ECAFE countries in the First Development 
Decade relates to their savings and investment effort. 
The trends in gross domestic capital formation in 
these countries are set out in Table II-1-12. It will 
be seen that, about the middle of the decade, a 
number of developing ECAFE countries were devoting 
more than 15 per cent of their gross domestic product 
to capital formation. Later in the decade, some of 
the countries achieved even higher rates of capital 
formation which compared favourably with the rates 
of capital formation in some of the most advanced 
countries. It can also be seen from the table that 
most of the developing ECAFE countries have been 
able to bring about a considerable acceleration in 
their rates of capital formation during the 1960s; 
the only serious deceleration taking place in the case 
of Pakistan, and possibly India after 1965, partly 
caused by the decline in the availability of foreign aid. 


The acceleration in the rate of capital formation 
has been accompanied by an increase in the rate of 
domestic savings in the case of almost all the develop- 
ing ECAFE countries. A study of the marginal rates 
of savings in developing countries during the period 
1950-1965 shows that the marginal rate of savings 
was as high as 20 per cent or more in the case of 
at least six developing ECAFE countries.°® Consider- 
ing the low level of per capita incomes, which is 


58 The countries were China (Taiwan), India, Iran, Malaysia, the 
Philippines and Thailand. In the case of Pakistan, the marginal rate 
of saving was between 15 and 20 per cent. See UNCTAD, Problems 
and Policies of Financing, 1968. 
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Table II-1-12. Developing ECAFE countries: Gross domestic capital formation 
as percentage of gross domestic product, 1960-1968 


1963 1964 1965 1966 1967 1968 


Country 1960 1961 1962 
IBC ee cc ca 17.4 17.2 16.5 20.3 17.9 Wc as hee ee 
Covlone 14.6 a et nes 14.1 ile Be 14.4 15.0 15.1 13.2 15.5 16.3 18.6 
China (Taiwan) . asian’ 20.1 19.9 19.0 17.6 19.2 23.0 23.2 25:2 25.6 
India? Rew SS 15.9 15.6 16.6 16.9 16.4 17.7 ae ase wre 
Indonesia ae i 79 10.2 5.6 8.2 12.1 6.7 45 8.0 91 
Trane’ eee ee oe 16.0 14.4 11.6 11.6 13.5 15.4 16.1 18.2 20.5 
Khmer Republic . 4 Or sare sae 18.2 17.2 15.6 13.5 18.1 zee apn 
Korea, Republic of . .  . 10.9 13.2 13.2 18.5 14.6 14.8 21.9 22.3 ha 
Malaysia, West . . .'. 14.2 15.9 19.0 18.5 17.9 17.4 17.1 sles 
Pakistan aeons WAS) 14.8 14.7 16.9 19.0 13.1 13.8 16.4 eas 
PHilippineSsan) ere ish oce os 13.0 18.0 19,7 19.8 20.9 20.2 19.6 202 21.7 
Singapore* i see 6.6 9.5 10.2 NS 14.0 14.7 37 13.7 17.4 
Thailand: (en wou ee has 157 15.1 18.4 21.5 20.1 20.2 23.6 22:8 24.2 
Viet-Nam, Republic of .. 12.3 8.7 10.0 


75 11.0 12.2 15.8 11.7 9.8 


Source: United Nations Yearbook of National Accounts Statistics and national official publications. 


* Percentage of gross fixed capital formation to gross domestic product. 


a severe constraint on raising the level of savings, 
the performance of the developing ECAFE countries 
in the field of mobilization of savings is remarkable 
indeed. The fact that the marginal rate of savings 
in almost all developing ECAFE countries is higher 
than the average rate of saving gives cause for hope 
that gross domestic savings as a proportion of gross 
domestic product will show a further rise in the 
years ahead. 


Viewed in the historical perspective, also, the 
savings and investment effort of the developing 
ECAFE countries apepars to be commendable. Ex- 
amining the historical trend in savings and investment 
in present day developed countries, Kuznets found 
that both in the United Kingdom and the United 
States, gross savings as a proportion of GNP failed 
to rise for a period of about a century although per 
capita product was growing at a significant rate.°® 
In other countries, such as Norway and Sweden, there 
was no clear evidence of a rise in the sayings rate 
until about the First World War, notwithstanding a 
substantial rise in GNP. As the per capita income 
levels of the developing ECAFE countries are in most 
cases lower than those of the present day developed 
countries in the initial stages of their modern economic 
growth, the developing countries’ relatively higher 
marginal rates of saving are evidence of the sizable 
restraint that these countries have imposed on con- 
sumption in order to increase savings and investment 
for promoting a faster rate of growth. 


While the over-all savings and investment effort 
has been commendable, one should not lose sight of 
the fact that, on account of certain policies, it has 
sometimes involved a heavy sacrifice in terms of 


5° Kuznets, S., Modern Economic Growth, op. cit., p. 240. 


foregone consumption, specially for the poorer sec- 
tions of the population. This is particularly so in 
countries which have relied mostly on indirect taxes 
and also experienced significant inflationary pressures. 


Despite the numerous impediments in the way 
of export expansion,®® the developing ECAFE coun- 
tries were able to record an encouraging export 
performance in the First Development Decade. Some 


indication of the export effort of the developing 
ECAFE countries can be gathered from Table II-1-13 


Table II-1-13. Developing ECAFE countries: 
Annual rates of growth of GDP and 
exports, 1960-1968 


P GDP GDP 
(at constant (at current Exports 
Country prices) prices) (f.0.b.) 
Burma a. ie ee Loe 2.8" —8.5 
Coyloht 2 cote: 9 Ss) ot a oe 4.8 5.9 —15 
China’ (Taiwan) ge es es 10.0 13.2 21.7 
lndig- <.%, vo0 tes Seas BS ji 10.1° 3.5 
[rane see, ee Pee ee 8.0 8:7" 11.0 
Korea, Repo ok Se EF te 8.4 26.0 38.8 
Malaysia, West . 2°. « . 5.94 52 12 
Pakistaniitwee ta. tie pede 5.6 8.8 7.9 
Philippines hyn) oats pe 45 10.5 6.8 
Thailaid: tc) on ci Saeed 7.8 10.2 6.1 


Source: United Nations, Yearbook of National Accounts Statistics, 
“1969; 


United Nations, Monthly Bulletin of Statistics and national 
official publications. 


* 1960-1967. 
» 1962-1965. 
SINDP: 

4 1960-1966. 


6° For a discussion of these impediments, sce pp. 48-50 below. 5 
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which compares the growth rates in their exports 
with the growth rates in GDP. It will be seen that 
there were significant inter-country variations, but, 
in at least six of the eleven countries listed in the 
table, the rate of growth in exports was higher than 
the rate of growth in real GDP. Two countries of 
the region, namely the Republic of Korea with an 
average annual growth rate in exports of 38.8 per 
cent, and China (Taiwan) with 21.7 per cent, achieved 
the highest growth rates in exports in the entire 
developing world, except for Libya whose better 
performance was due to booming oil exports. The 
developing ECAFE countries also achieved notable 
success in diversifying their exports. The commodity 
composition of exports shows that regional exports 
of manufactured goods expanded most rapidly and the 
share of manufactured goods increased from one 
fourth of total regional exports in 1961 to nearly 
two fifths in 1967.51 


Another solid achievement of the developing 
ECAFE countries during the First Development 
Decade has been the noticeable qualitative improve- 
ment in development planning techniques and the 
capacity of Governments to plan and implement 
development programmes. In the 1950s, very few 
developing countries had comprehensive national plans 
of economic and social development. During the 
First Development Decade, almost all the developing 
countries of the ECAFE region undertook formulation 
of medium-term plans for accelerating the rate of 
economic growth. The planning techniques used for 
the setting of various targets, and for ensuring mutual 
consistency amongst the targets, have also tended to 
become more sophisticated. The countries have 
achieved greater expertise in project formulation, and 
the government administrative machinery for the 
implementation of various projects has been con- 
siderably strengthened. The development experience 
of the 1960s, however, has revealed the need for 
better integration between the economic and social 
aspects of development. The widespread dissatisfac- 
tion with the results of planned development in recent 
years has given rise to considerable re-thinking about 
the goals of development policy and the instruments 
of growth. With planning procedures greatly im- 
proved, the developing ECAFE countries are now 
better placed to take the right decisions on major 
policy issues. 


Impediments to greater progress 


It appears, in retrospect, that greater progress in 
the developing ECAFE region during the First De- 
‘velopment Decade was impeded by a number of 
factors. For evolving an appropriate policy frame- 


= United Nations, Economic Survey of Asia and the Far East, 1969, 
p. 5. 


kl 
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work for the Second Development Decade, it is 
necessary to review these impediments and to appraise 
their bearing on the process of economic growth and 
social welfare. 


The experience of the First Development Decade 
indicates that the setting of global targets of various 
sorts is not of much use unless eflective arrangements 
are made to assure their implementation. It has been 
said about the First Development Decade that it was 
“a development decade without a development policy. 
No wonder its results have been so meagre, for 
actually there was no policy at all in the sense of a 
series of converging measures involving concerted 
action by the industrial centres and the peripheral 
countries to tackle the problems of development’’.® 
The growth target of 5 per cent in the First Develop- 
ment Decade was not at all ambitious, considering 
the needs of the developing countries and the fact 
that they had already achieved an average annual 
growth rate of 4.8 per cent in the 1950s. However, 
the implications of even such a modest target in 
terms of such crucial variables as exports, import 
capacity of developing countries and the need for 
international financial assistance were not fully in- 
vestigated. There was no internationally organized 
system either for determining need priorities among 
developing countries or of co-ordinating and marshal- 
ling aid for individual developing countries.*? No 
clear commitments were undertaken in regard even 
to broad policy measures, either by developed or 
developing countries, nor was any machinery created 
for surveillance and follow-up action either at the 
regional or international level. These deficiencies 
need to be rectified if the Second Development Decade 
is to achieve more positive results. 


Progress in the developing ECAFE region during 
the First Development Decade could have been faster 
if population had grown at a slower rate. Population 
growth in the developing countries was not considered 
a major problem till the 1950s, but, with the remark- 
able success achieved in reducing mortality rates while 
over-all fertility rates remained high, the developing 
countries have experienced a “population explosion” 
in the last two decades. The rate of population 
growth increased steadily in the 1950s and averaged 
2.6 per cent per annum in the 1960s for the entire 
developing world. Population growth rates in some 
countries of the ECAFE region are appreciably higher 
than the average for all the developing countries. 


62 United Nations, Towards a Global Strategy of Development, 
Report by the Secretary-General of UNCTAD, 1968, p. 1. 

63 In the case of certain countries, a limited amount of aid co- 
ordination has been attempted through the technique of aid consortia 
and consultative groups. These consortia have been organized by 
certain international agencies (IBRD, OECD, IDB), thus introducing, 
to some extent the principle of collective decision-making. The con- 
sortium technique, however, is only a small and insufficient step to- 
wards a well co-ordinated international aid policy. 
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Progress in the developing ECAFE region has 
also been held back by lack of sufficient advance in 
removing the institutional impediments to faster 
growth. The land tenure systems in many developing 
ECAFE countries are a great obstacle in the way of 
modernization of agriculture, as well as a more 
equitable sharing of gains from development. The 
pattern of land ownership is highly skewed and the 
tenurial arrangements do not give the needed security 
to the tillers of the soil. Although it has long been 
recognized that such systems constitute a great dis- 
incentive to vigorous participation by the rural masses 
in the process of development, very few countries have 
effectively solved the problem. Several countries have 
enacted land reform legislation with the professed aim 
of redistributing land holdings more equitably and 
assuring security of tenure to the peasants, but the 
actual results have been disappointing, firstly, because 
the legislation left ample room for manoeuvre on the 
part of landed interests, and, secondly, because 
implementation was far from vigorous. In a number 
of countries the beneficiaries of land redistribution 
measures have failed to derive adequate benefit from 
land reforms as these were unaccompanied by mea- 
sures designed to improve their access to credit and 
marketing facilities; this has often resulted in large 
numbers of newly created small holders lapsing once 
again into tenancy and landless labour. In general, 
the structure of rural society in most of the developing 
ECAFE countries has remained largely unchanged 
and inequitable and constitutes a great barrier to 
more rapid progress."4 

The economic and social progress of a country 
is greatly Vonditioned by the pattern of its resource 
allocation. While generalizations would be out of 
place in the absence of a detailed study on the 
optimality of investment decisions, it might be said 
that the development strategy pursued in the 1960s 
involved certain imbalances both in intersectoral and 
intrasectoral resource allocation. In certain countries 
of the developing ECAFE region, inadequate attention 
was given to the social sectors in the allocation of 
resources, and this led to social tensions. In the 
1950s and early 1960s, the investment pattern in 
productive sectors also revealed instances of consider- 
able resource misallocation. A detailed study of the 
pattern of economic growth in the developing ECAFE 
countries during the 1950s concluded that “in eco- 
nomic terms, the poor performance of most countries 
would seem to reflect inadequate or misdirected 


64 For illustration of these points from country examples see United 
Nations, Progress in Land Reform, 4th Report, 1966, Report of the 
Joint FAO/ECAFE/ILO Seminar on Land Reform Implementation in 
Asia and the Far East, 1969, United Nations Report on the World 
Social Situation, 1967, op. cit., pp. 109-115, Ahmed Zubeida M., and 
Sternberg, Marvin J., “Agrarian reform and employment with special 
reference to Asia’’, International Labour Review, February 1969, and 
FAO, Ceres (Issue on Land Reform), November-December 1969, 
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investment. In some countries, lack of attention to 
agriculture has held back growth, with repercussions 
also upon industry. Sometimes the infrastructure has 
received too much attention and direct production not 
enough. Industrial investment has not always been 
guided by proper criteria in determining priorities 
and allocating resources.”® An equally detailed 
study on the pattern of growth and investment in 
the 1960s is not yet available, but the assessments 
made so far point strongly towards the continuance 
of a number of deficiencies in investment planning 
in less developed countries.*® It is encouraging to 
note, however, that a reconsideration of investment 
policies has begun in a number of countries and 
there has been re-ordering of priorities with a view 
to improving the pattern of resource allocation. 


The lack of success in ensuring a reasonable 
degree of monetary stability has also hindered econo- 
mic and social progress in a number of developing 
ECAFE countries. Table II-1-14 shows the trends in 
price level in some of these countries. It is true 
that certain countries in the region have achieved 
high rates of growth in the presence of substantial 
inflationary pressures. Inflation, however, generally 
results in regressive changes in the pattern of income 
distribution which are not socially desirable. It also 
gives rise to balance of payments problems. In 
countries where rapid inflation takes place in condi- 
tions of low income growth, the effects on the balance 
of payments and the pattern of income distribution 
are apt to be even more unfavourable. The experience 
of Indonesia typifies this situation. The price pres- 
sures in the case of India, Pakistan and the Philippines 
seem to have arisen primarily from the failure of 
food supply to rise in line with demand. The average 
annual rise in money supply in these countries during 
1960-1968 was 8 to 10 per cent which was rather 
excessive in relation to the growth in the supply of 
wage goods. The process ‘of import substitution 
under high tariffs and a substantial increase in the 
level of indirect taxation also appeared to have had 
an adverse effect on the price level. 


85 Cf., “Economic Growth of ECAFE Countries” in the Economic 
Survey of Asia and the Far East, 1961, p. 39. 

86 See, for example, “The Problems and Policies of Economic Deve- 
lopment: An Appraisal of Recent Experience” in the United Nations 
World Economic Survey, 1967, Part I, esp., pp. 65-68, “Some Issues 
of Development Policy in the Coming Decade” in the World Economic 
Survey, 1968, Part I, pp. 31-33 and the review of “Two Decades of 
Development” in the Report of the Commission on International 
Development (Mr. Lester Pearson, Chairman), op. cit., pp. 36-38. 
The findings of these world bodies are corroborated by a number of 
studies by individual researchers in different countries, too numerous 
to be cited here. 

87 The appreciable rise in the production of foodgrains in the food- 
deficit countries of the ECAFE region in the last two years or so has 
exercised a salutary effect on the price level. The imbalance between 
the demand for and supply of non-cereal food items, however, it still 
a serious problem. 
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Table IJ-1-14. Selected developing ECAFE countries: Index numbers of money supply, gross 
domestic product at constant prices, wholesale prices and consumer prices, 1960-1968 


(1960=100) 
Annual 
compound 
rate of 
growth 
1960 1961 1962 1963 1964 1965 1966 1967 1968 1960-1968 
(%) 

Ceylon Money supply* 100.0 106.5 111.4 124.8 134.5 142.3 137.4 149.5 158.4 5.9 
GDP? 100.0 101.7 104.2 110.8 116.9 118.1 124.5 130.4 145.5 4.8 

Wholesale prices Jan ifn wee eam sre dan nae ols PAP pts 

Consumer prices® 100.0 101.1 103.2 105.3 108.4 108.4 108.4 111.6 117.9 2.1 

China (Taiwan) Money supply* 100.0 120.1 129.6 166.9 219.8 242.9 284.6 361.7 407.4 19.2 
GDP? 100.0 107.9 115.7 127.3 143.8 161.7 176.8 194.5 214.5 10.0 

Wholesale prices 100.0 103.4 106.8 113.6 115.9 111.4 112.5 115.9 119.3 Date 

Consumer prices 100.0 107.9 110.1 112.4 112.4 112.4 114.6 121.3 127.0 3.0 

India Money supply 100.0 104.8 115.1 130.9 144.4 159.0 17352 188.7 199.2 9.0 
GDP* 100.0 103.7 106.0 112.0 120.3 113.6 114.4 125.5 128.1 3.3 

Wholesale prices 100.0 102.2 103.2 107.5 120.4 TES Bey 148.4 172.0 169.8 6.9 

Consumer prices 100.0 102.2 105.4 108.7 122.8 134.8 148.9 169.6 173.9 7.2 

Indonesia Money supply* 100.0 141.7 283.3 579.2 1,510.4 5,358.3 46,266.7 107,231.3 237,279.2 162.5 
GprP*t 100.0 105.7 107.7 105.3 109.0 110.2 113.2 114.9 122.4 oi: 


Wholesale prices decd aise ates aren wen eke Ts ae <0 sins 
Consumer prices 100.0 130.8 353.8 769.2 1,576.9 6,384.6 73,092.3 197,015.4 443,938.5 185.7 


Tran Money supply® 100.0" 98.4 105.6 114.8 128.6 144.8 158.2 181.4 207.6 9.6 
GDP! 100.0 105.8 110.8 117.6 124.2 140.1 149.1 167.8 184.5 8.0 
Wholesale prices 100.0 100.0 102.0 102.0 107.1 108.2 108.2 108.2 109.2 1.1 
Consumer prices 100.0 101.0 102.1 103.1 107.2 108.2 109.3 109.3 113.4 1.6 
Korea, Rep. of | Money supply*® 100.0 147.1 158.7 189.5 221.1 296.7 385.0 551.5 694.2 27.4 
GDP! 100.0 104.5 108.1 118.0 127.9 137.2 154.8 167.4 190.4 8.4 
Wholesale prices 100.0 113.4 123.9 149.3 201.5 220.9 240.3 256.7 276.1 13.5 
Consumer prices* 100.0 108.3 116.7 138.9 177.8 201.4 226.4 251.4 279.2 1307 
Malaysia, West Money supply 100.0 O37. 98.0 104.9 110.8 117.9 128.9 118.8 132.4 3.6 
GppPp! 100.0 107.1 113.3 119.0 124.6 133.4 140.9 rts at 50 
Wholesale prices ate cae vax tee vex ee 7. em ae 06,6 Mra 
Consumer prices" 100.0 100.0 100.0 103.1 102.1 102.1 104.1 108.2 108.2 1.0 
Pakistan Money supply 100.0 100.7 105.7 A203 141.7 156.3 178.5 173.5 190.9 8.4 
GDP° 100.0 105.9 109.8 119.0 123.9 129.7 136.3 146.5 154.1 5.6 
Wholesale prices 100.0 103.2 106.3 105.3 105.3 112.6 117.9 134.7 129.5 3.3 
Consumer prices? 100.0 101.0 104.1 102.0 105.1 111.2 117.3 129.6 129.6 5) 
Philippines Money supply 100.0 116.9 134.2 153.9 150.3 162.0 174.6 201.6 208.7 9.6 
GDP* 100.0 104.8 105.3 115.7 119.6 125.8 135.7. aS 139.5 4.2 
Wholesale prices 100.0 104.8 109.6 120.5 126.5 128.9 134.9 141.0 144.6 4.7 
Consumer prices 100.0 104.7 108.1 116.3 126.7 130.2 137.2 145.3 146.5 4.9 
Thailand Money supply 100.0 109.8 109.9 117.7 128.0 142.0 165.1 177.1 192.4 8.5 
GDP 100.0 104.2 109.9 120.6 127.9 139.1 154.5 161.6 175.8 ff) 
Wholesale prices 100.0 107.5 115.1 107.5 101.1 104.3 118.3 128.0 121.5 2.3 
Consumer prices* 100.0 102.1 104.2 105.3 107.4 108.4 112.6 116.8 118.9 2.2 


Source: ECAFE, Statistical Yearbook for Asia and the Far East, 1969 and United Nations, Yearbook of National Accounts, 1968 and 1969. 


* End of period. ® Average of 1959-1961. ° At factor cost of 1959. 

» At market prices of 1958. ‘ At market prices of 1959, P Karachi. 

© Colombo. 4 At market prices of 1965. 9 At market prices of 1955. 
* At market prices of 1964. * Seoul. ¥ At market prices of 1962. 
* Net domestic product, at factor cost of 1960. 1 At factor cost of 1964. * Bangkok—Thonburi. 

f At market prices of 1960. ™ 1960-1966. 

© 20 of December. ” Retail prices. 
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The rise in the cost of living has been an 
important element in creating social discontent in a 
number of developing ECAFE countries. In several 
countries, money wages have failed to rise in line 
with the rise in the cost of living, resulting in a fall 
in real wages. The fixed-income groups, unorganized 
labour and the lower middle class have been the main 
sufferers. The big industrialists and businessmen 
have, on the other hand, greatly benefited from the 
inflationary process. The savings capacity of the 
lower-income groups and middle classes has been 
eroded, and this has led to a more skewed ownership 
of capital assets, with further potentialities of aggra- 
vating the income inequalities. 


The economic and social progress in the develop- 
ing ECAFE region could probably have been faster 
if schemes of regional co-operation had made greater 
headway than they actually did in the First Develop- 
ment Decade. The slow progress is understandable, 
however, in view of the great diversity in the economic 
conditions of different countries, as well as the 
political factors. Some concrete. steps have been 
taken recently in the sphere of trade liberalization in 
the developing ECAFE region, and, with further 
substantial progress in the study of these problems, 


fruitful negotiations on these matters should not be 
far off.® 


A number of factors outside the control of the 
developing ECAFE countries impeded faster growth 
in these countries in the First Development Decade. 
These relate mainly to difficulties in the way of ex- 
pansion of exports of developing countries on account 
of various tariff and non-tariff barriers in advanced 
countries, decline in the flow of foreign assistance, 
and rising debt-servicing liability. The share of 
developing countries in world exports has shown a 
steady decline over the years. In 1950, developing 
countries’ exports accounted for almost one third of 
world exports as a whole, but their share declined 
to 22 per cent by 1960 and to 20 per cent by 1968. 
There are two principal reasons for the relative 
decline in the share of developing countries in world 
export trade. Firstly, primary products dominate the 
commodity composition of exports in these countries, 
and the world demand for these primary products, 
being less income elastic, has risen relatively slowly 
and has been affected by the growth of synthetic 
substitutes. Secondly, the trade and investment poli- 
cies of developed countries have aggravated the export 
problems of developing countries in several ways. A 
number of industrial countries give protection to 
their own primary products, and this has held back 
the growth in the exports of primary products by 


88 See pp. 132, 133 below. 
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developing countries, even in the case of items it 
which they have a big competitive cost advantage 
In fact, as a recent study on commodity problems o 
developing countries pointed out, the result of thesi 
protectionist policies has been that “world commodit 
markets have in some cases taken on the characte 
of unstable residual markets.’”®® The exports o 
manufactured goods to developed countries also faci 
a number of problems. They are subject to both 
tariff and non-tariff barriers. Tariff levels are usuall 
higher on labour-intensive manufactures in whicl 
developing countries have a comparative advantage." 
In addition to tariffs, quantitative restrictions con 
stitute a big handicap to the exports of developin; 
countries, particularly in respect of cotton textiles anc 
clothing items. Foodstuffs are another major are: 
where non-tariff trade barriers (such as variabl 
levies, support systems and quantitative restrictions) 
are most prominent. 


The tariff and non-tariff barriers to export ex 
pansion by developing countries have been the subjec 
of detailed discussions in a number of internationa 
forums, such as UNCTAD, but progress towards thei: 
dismantling has been rather slow. In fact, certair 
new developments in the First Development Decad 
seemed to have aggravated these problems. The 
Kennedy Round of tariff cuts, for example, has giver 
a greater boost to trade among the developed countrie: 
rather than between the developed and developins 
countries. The most significant concessions in th 
Kennedy Round tariff adjustments were concentrate 
in the areas of greatest interest to the principal trade 
partners (such as sophisticated chemicals, machinery 
and transport equipment) and tariff reductions ir 
labour-intensive products were relatively smaller." 
Moreover, in cases where quantitative restrictions it 
the form of quotas etc. are the real effective barrie 
to trade expansion by developing countries, the re 
duction in tariffs does hardly anything to improve 
market access. 


The developing countries have also experience¢ 
considerable fluctuations in their export earnings fron 
year to year, partly because of supply variations ol 
primary commodities and partly because of shifts in 
demand. It has been estimated that fluctuations in 
export prices have been two and a half to three times 
larger in developing countries than in industria 
countries; in export earrings, fluctuations have been 


69 IMF and IBRD Joint Staff Study, The Problem of Stabilization oj 
Prices of Primary Products, 1969, p. 155. j 
7° According to an UNCTAD secretariat study based on a sample 
of 500 items, there was a clear tendency for tariff rates to rise with t 
degree of labour-intensiveness. The tariffs were particularly high 
such categories as clothing and textiles. See Proceedings of UNCT. 
(second session), Vol. V, p. 3. 
™! Ibid. 
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about twice as large.‘? Such large fluctuations in 
export earnings impede the smooth implementation of 
development plans and necessitate the maintenance of 
unduly large foreign exchange reserves for cushioning 
the effects of the fluctuations. The Compensatory 
Financing Scheme of the International Monetary 
Fund (IMF) has been of some help in alleviating 
these problems, but measures of a more basic charac- 
ter are needed. This is another field where more 
effective and concerted irnternational action could 
have accelerated progress in the developing countries. 


The economic development of less developed 
countries has also been impeded by the secular 
deterioration in their terms of trade. Based on 
1963=100, the terms of trade of the ECAFE region 
declined from 110 in 1960 to 99 in 1967.7 The 
destabilizing influence of this factor on the economies 
of less developed countries can be judged from the 
fact that each one per cent change in their terms of 
trade is estimated to entail a change of about $500 
million in their visible trade balance." 


The most disturbing development in the field of 
international finance during the First Development 
Decade from the view-point of developing countries 
has been the failure of foreign assistance to grow in 
step with the growth in the national product of 
Jeveloped countries. Total net financial flows from 
he developed countries’ to the developing countries 
had recorded an appreciable rise in the 1950s. From 
$4,000 to 5,000 million a year in the early 1950s, 
he total had risen to $9,200 million in 1961, fairly 
lose ‘to the one per cent of the combined GNP of 
he Development Assistance Committee (DAC) coun- 
ries at that time. There were also transfers from 
he USSR and other centrally-planned economies. 
After 1961, however, the total flow has failed to grow 
as rapidly as the, gross national product of developed 
sountries. The 1968 level represented only 0.75 per 
sent of their combined GNP. This means that the 
ne per cent target of resource flows to developed 
countries has not been met.7® Trends in the inter- 
national flow of financial resources are shown in 


72 IMF and IBRD Joint Staff Study, op. cit., p. 156. 

73 ECAFE, Statistical Yearbook for Asia and the Far East, 1968, 
jd. 

74 United Nations, Trade Prospects and Capital Needs of Develop- 
ng Countries, study prepared by the UNCTAD secretariat, 1968, 
m0: 

75 The “developed countries” in the context of foreign aid are taken 

o mean the member countries of the Development Assistance Com- 
nittee of the Organization for Economic Co-operation and Develop- 
nent. 
78 Tn terms of the General Assembly resolution of 1961, the target 
‘1 per cent of resource flows related to the national income of deve- 
ped countries. DAC countries, however, associated themselves with 
e recommendation of the second session of UNCTAD in 1968 that 
should allocate 1 per cent of their GNP to assistance purposes. 


Table II-1-15. It will be seen that even in absolute 
terms and at current prices (without adjustment for 
rise in prices in donor countries) official development 
assistance has increased very slowly in the 1960s77 
There has been an appreciable rise in private invest- 
ment and commercial lending, but, since the flow of 
direct private investment is heavily concentrated in 
a few countries, this represents a compensation for 
only a limited number of countries. 


The trends in the terms of foreign assistance 
were equally disturbing. The proportion of grants 
and grant-like assistance in total official flows recorded 
a fall. The rise in interest rates in world financial 
markets tended to make loan finance more expensive. 
The practice of tying aid to purchases in donor 
countries, which increased in intensity after 1960, 
made the terms of foreign assistance specially onerous. 
It is estimated that, in 1967, only 16 per cent of 
official aid flows remained untied and that this had 
reduced the real value of the aid by at least 20 
per cent.*§ 


The stiffening in the terms of official foreign 
assistance, and the widespread recourse to suppliers’ 
credit by developing countries, resulted in a ‘steep 
rise in their debt-servicing liability during the First 
Development Decade. This led to a number of debt 
crises in the 1960s, and the problem is likely to 
become much more acute in the 1970s. In the 
developing ECAFE region, India, Pakistan and Indo- 
nesia have been faced with a serious debt-servicing 
problem, although debt-servicing liability does not as 
yet weigh heavily on other countries. In the cases 
of Indonesia and India, where debt-service payments 
began to pre-empt more than 20 per cent of export 
earnings, emergency debt-relief operations had to be 
undertaken, and Pakistan appears to be approaching 
a similar situation. 


The implementation of development programmes 
in less developed countries crucially depends on ade- 
quate availability of foreign exchange. The General 
Assembly resolution on the Second Development 
Decade clearly recognizes this and exhorts the de- 
veloped countries to enhance the flow of foreign 
assistance. The level of foreign aid and the terms 
on which it is provided will crucially affect the 
performance of developing countries in the Second 
Development Decade and will, in a sense, hold the 
key to peace and stability in the developing regions. 


77 This is primarily a reflection of the near stagnation in the level 
of United States official foreign assistance. 

78 Report of the Committee on International Development (Mtr. 
Lester Pearson, Chairman), op. cit., p. 77. 
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Table [[-1-15. The net flow® of financial resources from DAC countries, 1960-1968 
(in million US dollars, 


Net disbursements 


1960 1961 
Total official and private 8,115 9,249 
I. Official development assistance” 4,718 5,217 
1. Bilateral grants . . 3,716 4,031 

2. Bilateral devclopment loans at 
concessional terms . . . . . 468 665 

3. Contributions to multilateral 

iostititions em See) . Me e.g 534 521 
Il. Other official Hows. . . . . . 247 926 
$4 Bilateral POA SR ar ee 180 696 
2.0Mulnlateralx: Leen Eee 67 230 
Total official flows (I 4- II) . 4,965 6,143 
TH. Private flows 3,150 3,106 
1. Direct investment ae 1,767 1,830 
2. Bilateral portfolio . . . . . 633 614 
3. Multilateral portfolio . . . . 204 90 
AOVEXport ctedite’? ee ere 546 573 


~n 
is) 


urce: OECD, Development Assistance, 1969, Review, p. 38. 


1962 1963 1964 _ 1965 1966 1967 1968 
8,487 83632 9,142 10,488 10,510 11,346 12,962 
5,539 5,889 6,018 6,076 6,293 6,690 6,430 
4,100 4,032 3,868 3,770 3,802 3,676 3,418 

928 1,489 1.763 1,863 2,014 2,297 2,354 
511 368 387 443 477 717 658 
496 187 —76 238 408 469 815 
481 190 —69 233 355 Ati 814 
15 —3 —7 5 53 19 1 
6,035 6,076 5,942 6,314 6,791 7,150 7,245 
2,453 2,557 3,200 4,174 3,809 4,197 5,717 
1495 1,603 1,784 2,489 2,185 2,103 2,918 
147 327 416 687 502 809 724 
239 —33 141 248 15 306 604 
572 660 860 750 1,107 979 1,470 


* Gross disbursements minus amortization receipts on earlier lending. 
® Flows which are intended primarily to promote the economic development and welfare of developing countries, and which are in- 


tended to be concessional in character. 


© Coverage: guaranteed credits, including unguaranteed portions. 


Excludes credits which are not guaranteed in the donor country. 


Net flow is measured by some countries as change in outstanding amounts guaranteed, by others as change in outstanding amounts 


due on disbursed credits. 
if gross new guarantees are rising, and vice versa. 


Il. Objectives and targets of the 
Second Development Decade 


The General Assembly resolution 


Recognizing that “economic and social progress 
is the common and shared responsibility of the entire 
international community”, the General Assembly of 
the United Nations has designated the 1970s as the 
Second United Nations Development Decade and 
member governments have pledged themselves, indivi- 
dually and collectively, to pursue policies designed to 
create “a more just and rational world economic and 
social order in which equality of opportunities should 
be as much a prerogative of nations as of individuals 
within a nation”. To give substance to this pledge, 
the General Assembly resolution has laid down certain 
targets to be attained within the Second Development 
Decade and also outlined a broad policy framework 
for the attainment of these targets. 


The resolution lays down that the average annual 
rate of growth in the gross product of the developing 
countries as a whole during the Second Development 
Decade should be at least 6 per cent, which, on the 
basis of an average annual increase of 2.5 per cent 
in population, would mean an average annual rise 
of 3.5 per cent in per capita product. The proposed 
growth target would imply achievement of an average 
annual expansion of 4 per cent in agricultural output 
and 8 per cent in manufacturing output. It would 
also necessitate an average annual expansion of 0.5 


Interest due is included in the sum# recorded as outstanding, so that the net flow tends to be overstated 


percentage point in the ratio of gross domestic savin 
to the gross product, so as to raise the ratio to aroun 
20 per cent by 1980, together with an average annue 
-expansion of somewhat less than 7 per cent in import 
and somewhat more than 7 per cent in exports. 


The resolution emphasizes that “qualitative an 
structural changes in the society must go hand i 
hand with rapid economic growth, and existing dis 
parities — regional, sectoral and social — should b 
substantially reduced.” To achieve the social objec 
tives of development, the resolution calls upon eac! 
developing country to formulate its national employ 
ment objectives with a view to significantly reducin, 
unemployment and under-employment, and to pa 
particular attention to expansion and improvement 0 
education and health facilities, to improve levels o 
nutrition in terms of the average caloric intake ani 
the protein content, and to expand and improv 
housing facilities, especially for the low-incom 


groups. 

As for policies to attain the specified goals 7 
targets of the Second Development Decade, 
resolution impresses upon the developing countries 
need for vigorous resource mobilization and the m 
effective use of available resources. It recommen 
that developing countries which consider that th 
rate of population growth hampers their developmi 
should adopt measures of population control. 
resolution calls for appropriate reform of land ten: 


| 
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ystems for promoting both social justice and farm 
ficiency. It also calls upon the developing countries 
) continue their efforts to negotiate and put into 
fect further commitments for instituting schemes for 
gional and sub-regional integration or measures of 
ade expansion among themselves. 


The resolution calls upon the developed countries 
| provide adequate support for the developing coun- 
ies to help achieve the targets of the Second 
evelopment Decade. In the field of international 
nance, it specifically recommends that, by 1972, each 
sonomically advanced country should endeavour to 
rovide annually to developing countries financial 
source transfers of a minimum net amount of 1 
sr cent of its gross national product at market prices 
} terms of actual disbursements, having regard to 
e special position of those countries which are net 
aporters of capital. Those developed countries which 
re unable to achieve this target by 1972 should 
ideavour to attain it not later than 1975. It also 
commends that developed countries should pro- 
ressively increase their official development assistance 
) the developing countries and exert their best efforts 
) reach a minimum net amount of 0.7 per cent of 
eir gross national product at market prices by the 
iddle of the decade. As for the terms of foreign 
sistance, it recommends that the developed countries 
hich are members of the Development Assistance 
ommittee of the Organization for Economic Co- 
eration and Development, should exert their best 
Torts to reach as soon as possible, and in any case 
sfore 31 December 1971, the norms set out in the 
969 Supplement to the Recommendation of the 
evelopment Assistance Committee designed to soften 
id harmonize terms and conditions of assistance to 
sveloping countries. Financial assistance should. in 
rinciple, be untied and while it may not be possible 
) untie assistance in all cases, developed countries 
iould rapidly and progressively take what measures 
ey can in this respect, both to reduce the extent 
F tying of assistance and to mitigate any harmful 
fects. Among other measures to expand the flow 
F foreign resources to the developing countries, the 
jlume of resources made available through the 
ultilateral institutions should be increased to the 
lest extent possible, and, as soon as adequate 
cperience is available on the working of the scheme 
3 Special Drawing Rights, serious consideration 
ould be given to the possibility of the establishment 
link between the allocation of new reserve assets 
der the scheme and the provision of additional 
evelopment finance for the benefit of all developing 
tries. This question should, in any case, be 
amined before the allocation of Special Drawing 
shts in 1972. 


The resolution recommends a number of measures 
e field of international trade. It enjoins the 
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developed countries not to raise new tariff and non- 
tariff barriers or increase existing ones against 
imports of primary products of particular interest to 
developing countries. It recommends that developed 
countries should, through international joint action 
or unilateral action, accord priority to reducing or 
eliminating duties and other barriers to imports of 
primary products (including those in processed or 
semi-processed form) of export interest to developing 
countries, with a view to ensuring that developing 
countries have improved access to world markets and 
to market growth for products in which they are pre- 
sently or potentially competitive. Intergovernmental 
consultations should be continued and _ intensified, 
with a view to giving effect, early in the decade, 
to measures for the relaxation and _ progressive 
elimination of nontariff barriers afiecting trade in 
manufactures and semi-manufactures of interest to 
developing countries, and efforts made to implement 
such measures before 31 December 1972. The re- 
solution notes that mutually acceptable arrangements 
concerning the establishment of generalized, non- 
discriminatory, non-reciprocal preferential treatment 
for exports of developing countries in the markets 
of developed countries have been drawn up, and 
preference-giving countries are determined to take 
measures with a view to implementing the preferential 
arrangements as early as possible in 1971, and it 
recommends that efforts for further improvements of 
such arrangements should be vigorously pursued. 


The resolution recommends the adoption of 
special measures for accelerating the growth of the 
least developed among the developing couniries, 
including those which are landlocked. It calls for 
mobilization of public opinion in both developing and 
developed countries in support of the objectives and 
policies for the Second Development Decade. The 
resolution emphasizes the need for appropriate ar- 
rangements to keep the progress towards achieving 
the goals and objectives of the decade under system- 
atic scrutiny, and recommends the undertaking of 
such reviews and appraisal at national, regional and 
global levels by appropriate agencies and institutions. 


Feasibility of the recommended targets 


in the developing ECAFE region 
Considerable work has been done by the ECAFE 


secretariat to determine the growth potential of 
developing ECAFE countries during the Second 
Development Decade. The growth potential of a 
country is generally determined with reference to 
(a) availability of domestic savings (b) availability 
of foreign exchange and (c) “efficiency” of fixed 
investment, representing a collection of technical, 
administrative and social factors which affect a 
country’s capacity to absorb capital and effectively 
use it for productive purposes. The necessity to 
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distinguish between domestic savings and foreign 
resources arises because, in most developing countries, 
domestic savings may not always be convertible into 
investment either directly or by releasing sufficient 
foreign exchange to permit the import of needed 
capital goods which cannot be produced domestically. 
The growth potential of a country can therefore be 
frustrated both by a “savings-investment gap” and a 
“trade gap”, and certain adjustments, for example, 
through import substitution and restriction, export 
promotion, increasing efficiency of capital, or savings 
mobilization. are called for. 


The projections made by the ECAFE secretariat! 
indicate that fairly high growth rates should be 
feasible for most of the developing ECAFE countries 
during the Second Development Decade. The feasible 
growth rates, along with the sectoral growth rates 
implicit in these projections, are set out in Table 
II-1-16. It will be seen that feasible growth rates in 
the cases of China (Taiwan), Iran, the Republic of 
Korea and Thailand range between 7 and 10 per cent 


? The projections are contained in the following two ECAFE 
publications: Feasible Growth and Trade Gap Projections in Develop- 
ing ECAFE Region, Development Programming Techniques Series 
No. 7, 1968, and Sectoral Output and Employment Projections for the 
Second Development Decade, Development Programming Techniques 
Series No. 8, 1970. 


per annum, and, in the cases of Ceylon, India, 
Malaysia, Pakistan and the Philippines, between 4.5 
to 7 per cent per annum. It is estimated that, on 
the basis of these growth rates, the developing ECAFE 
region as a whole can attain an average annual 
growth rate of 6 to 7 per cent per annum in line 
with the target of the Second Development Decade. 


The projections assume a vigorous effort on the 
part of developing ECAFE countries to raise the 
level of their gross domestic savings. In most coun- 
tries, the projected export-import gap or the trade 
gap has been found to be larger than the savings- 
investment gap and to assume the character of the 
“dominant” gap. Given the size of the dominant 
gaps, it is clear that the availability of foreign 
assistance will crucially determine the growth per- 
formance of the developing ECAFE countries in the 
Second Development Decade; it is estimated that a 
doubling or tripling of the present net annual resource 
transfers to the developing ECAFE countries will be 
required, in addition to increased finance for debt 
services. Such an increase is regarded as feasible, 
however, if the aid target of one per cent of the 
gross national product of the developed countries is 
implemented.” 


2 ECAFE, Feasible Growth and Trade Gap Projections in the 
ECAFE Region, op. cit., p. 15. 


Table II-1-16. Aggregate and sectoral growth rate projections, 1970/1980 


(Per cent per annum) 


(Sanding Gadetiay 
Country eopueca) apse : Mining ‘ Manufacturing — Construction Bes St Services 

Ceylon : 4.5 — 5.5 4.2 5.8 9.7 5.5 8.5 5.2 

China (Taiwan) . ite a AO— BA 3.8 71— 84 90-103 61—85 86—10.00 7.5— 85 
lndigice- entet Boel) ees Bey Heb Pt 3.6 7.9— 9.5 6.8— 7.9 8.1— 9.5 7.0— 8.2 6.7— 8.6 
Tran Mya a) thts at eee 8.0 10:08 — 85— 9.5 11.3—11.8 9.0—10.0 10.8—11.4 8.8— 9.6 
Korea, Rep. of 8.0°—10.0* | 8.8— 9.9 10.0—14.4 8.0—10.9 9.5—13.5 9.8—12.6 
Malaysia 6.5 — 6.5 4.3? 5.6° 6.9° 7p 7.2 7.0 

Pakistan 6.0 — 7.0 4.2 aS 9.8—10.5 5.9— 6.5 8.8— 9.4 7.6— 8.1 
Philippines 6.0%— 7.0 4.2 8.8— 9.5 7.2— 8.2 6.0— 8.0 7.1— 8.3 6.3— 7.4 
Thailand . 8.0°— 8.58 4.3 6.1 10.7—11.5 7.3— 7.8 9.6—10.2 9.2— 9.8 
Sources: ECAFE, Feasible Growth and Trade Gap Projections in the ECAFE Region, Development Programming Techniques Series No. 7, 


1968 


ECAFE, Sectoral Output and Employment Projections for the Second Development Decade, Development Programming Techniques 


Series No. 8, 1970. 


FAO, Indicative World Plan for Agricultural Development. 


Note: 


* Revised after the publication of Development Programming Techniques Series No. 7. 


West Malaysia. 
“Included in the manufacturing sector. 


The growth rates of the mining, manufacturing, construction and services sectors have been computed from the sectoral output 
projections made by ECAFE’s Regional Centre for Economic Projections and Programming, Sectoral Output and Employment 
Projections for the Second Development Decade, Development Programming Techniques Series No. 8. Growth rates of agricul- 
ture are estimates taken from the Indicative World Plan for Agricultural Development, FAO. 
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The employment projections of the ECAFE secre- 
ariat® indicate that, with the anticipated acceleration 
n the pace of development and the projected struc- 
ural changes in the economies of developing ECAFE 
ountries, the employment problem is likely to be 
ased by the end of the Second Development Decade 
n some countries, such as China (Taiwan), Iran, 
he Republic of Korea, the Philippines and Thailand; 
n other countries, particularly the larger countries, 
| substantial backlog of unemployment is likely to 
yersist. Moreover, if the growth rates do not record 
ufficient acceleration in these countries, the employ- 
nent situation may, in fact, deteriorate. 


Projections made by the ECAFE secretariat are 
jot forecasts of what will necessarily happen in 
ndividual countries of the ECAFE region, but only 
road magnitudes that result from certain assump- 
ions. The actual performance of a country may turn 
ut to be better or worse, depending on the interplay 
f economic and social forces and the type of policies 
ursued. The projections assume that countries will 
wave the needed social stability for improving their 
conomic performance and that the Governments will 
ake necessary measures, in both the social and 
conomic fields, to solve the major issues with which 
hey are confronted, It is of utmost importance, 
herefore, to identify the major policy issues and to 
volve a strategy best suited to meet the requirements 
Mf the situation. 


Ill. Major policy issues and the development 
strategy 


No two countries are exactly alike in respect of 
he policy problems that they face and the con- 
iguration of growth-promoting and growth-inhibiting 
actors. Even when the problem is seemingly com- 
non, the setting is always different. Since there are 
vide variations in the circumstances of individual 
ountries, there can be no general prescription in 
egard to policies they should pursue. The specific 
onstraints on development have to be isolated in 
ach case, and solutions to various problems have 

be worked out in the light of actual conditions 

each country. The observations contained in this 

tion are therefore intended to help in identifying 
najor policy issues and finding ways of resolving 
hem only in a very broad sense. The main focus 
on problems which have already been touched 
pon while appraising developments during the First 
evelopment Decade. 


3 Cf., ECAFE, Sectoral Output and Employment Projections for the 
cond Development Decade, op. cit., p. 6 


Economic growth and social justice 


A major policy issue which confronts the de- 
veloping ECAFE countries in acute form in the 
Second Development Decade is how to bring about 
a better combination of economic growth and social 
justice. In this context, it is necessary to examine 
whether there is any inherent incompatibility between 
a faster rate of economic growth and greater social 
justice, and also the question as to why economic 
growth in the First Development Decade was not 
accompanied by a substantial increase in social 
welfare. There is a school of thought in developing 
countries which feels that an increase in inequalities 
before the stage of take-off is inevitable if the aim 
is to accelerate the rate of economic growth. It also 
advocates concentration of investment on production 
sectors and only peripheral attention to social sectors. 
The belief that rapid economic growth is predicated 
upon increasing income inequalities and low priority 
to social sectors constitutes the focal point of “growth 
philosophy” which seeks to postpone ideas of equitable 
distribution and the welfare state." 


It is not easy to judge the actual influence 
exercised by such philosophy on government policies. 
The stated objectives of government policy in most 
developing ECAFE countries have always covered the 
social aspects of development. For example, one of 
the stated objectives of the third five-year plan of 
Pakistan (1965-1970) was “to make substantial 
progress towards achieving certain specific social 
objectives such as diminishing inequalities in the 
distribution of income, wealth and economic power, 
providing a measure of social security and promoting 
social and cultural change conducive to accelerated 
economic expansion.” ‘The third five-year plan of 
India (1960-1965) was even more specific about 
social objectives of development policy and _ stated 
that: “Economic activity must be so organized that 
the tests of production and growth and those of 
equitable distribution are equally met.” In actual 
practice, however, the development strategy pursued 
in most of the developing ECAFE countries has not 
been able to preserve a balance between economic 
growth and social justice. In times of resource 
squeeze, it is frequently the social sectors which have 
been made to bear the major brunt of economies in 
expenditure, while an attempt has been made to 
protect the programmes of the “productive” sectors. 
In Pakistan, for example, when the increase in defence 
expenditure and decline in the availability of foreign 
aid in the third plan period necessitated a revision in 
plan priorities, the social sectors were the hardest hit 
and were the major sufferers. The same happened 


1 For a typical expression of such a view, see Mahbub Ul Haq, The 
Strategy of Economic Planning (Oxford University Press, Pakistan 
Branch, 1963), especially pp. 3, 30 and 35. 

2 Cf., Planning Commission, Government of Pakistan, The Mid- 
Plan Review of the Third Five-Year Plan (April 1968), p. 4. 
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in the mid-1960s in the Philippines, where, on account 
of shortfall in resources, both the absolute size and 
the relative share of programmes for social develop- 
ment were pruned.® In India, also, in periods of 
financial stress, social sector programmes were con- 
sidered more dispensable.* 


It is quite possible that, in the absence of any 
settled body of doctrine in regard to the interrelation- 
ships between income inequalities, social justice and 
economic growth, the actual policies pursued in the 
developing ECAFE countries have been greatly in- 
fluenced by the historical pattern of growth in the 
Western countries in the early stages of their economic 
growth. It is well known that, for quite a long time 
after modern economic growth began in some of the 
present day advanced countries, inequalities of income 
and wealth became worse, and very little attention 
was paid to the improvement of the living conditions 
of poorer sections of society. From this historical 
evidence, it was perhaps concluded that such excesses 
are inevitable in the early stages of growth, and, if 
the same pattern is not followed, economic growth 
might be impeded. 


The lack of clear articulation of interrelation- 
ships between the economic and social aspects of 
development in the literature on economic growth, 
including the plan documents of various countries, 
also appears to have led to relatively less emphasis 
being placed on social aspects of development. Since 
the economic targets in the plans are generally derived 
on the basis of postulated relationships between purely 
economic variables, such as investment and output, 
the bearing on economic growth of such factors as 
changes in the pattern of income distribution and the 
living conditions of the poor, which have great social 
significance, has not received adequate attention. As 
for programmes designed to improve social welfare 
directly, the tendency has been to speak largely in 
qualitative terms, such as better health, better housing 
and better environmental conditions. The quantifica- 
tion of targets in the social sectors on the basis of 
specific criteria, which is admittedly difficult, has not 
received adequate attention, and the bearing of these 
targets on the levels of living has not been system- 
atically investigated. In short, the development plans 
of most developing ECAFE countries have been 
characterized by a rather sparse specific social policy 
content, and, though the importance of social factors 
has been increasingly recognized in the enunciation 
of plan objectives, the interrelationships between 
social and economic aspects of development have to 
a large extent remained unexplored and undefined.® 


3 Cf£., Economic Survey of Asia and the Far East, 1966, p. 8. 

4Cf., United Nations, Planning for Balanced Social and Economic 
Development: Six Case Studies, 1964, p. 33. 

5 Research is now under way, particularly in advanced countries 
and some international institutions, on the quantitative evaluation of 
social factors on the process of growth. 


The allocation of available financial resources 
among competing uses is one of the most difficult 
issues of development planning and the inadequate 
study of interrelationships between social and econo- 
mic aspects of development makes the task even 
harder. It is reported that “serious differences of 
opinion have often arisen over the allocation of 
limited financial resources between the ‘levels of 
living’ objectives of development, on the one hand, 
and ‘production’ objectives on the other, and, in 
virtually every developing ECAFE country, program- 
mes aimed at directly raising levels of living are 
facing increasingly formidable difficulties in securing 


a larger-share of resource allocations”.® 


It is noteworthy that structural change away 
from agriculture, which has the potentiality of im- 
proving the pattern of income distribution because of 
per capita product being usually higher in the non- 
agricultural sector than in the agricultural sector, has 
not been of much help in reducing income inequalities 
in most of the developing ECAFE countries. This 
is because income distribution within the non-agricul- 
tural sector has tended to become more skewed." A 
good part of the labour force which has drifted from 
the rural areas to the urban areas has not been 
absorbed in industry proper but in low-productivity 
occupations in the services sector where product per 
capita is not significantly different from that in the 
agricultural sector.® 


In the agricultural sector also, it appears that 
income inequalities have tended to increase in recent 
years. The “green revolution” has primarily benefit- 
ed the farmers with large holdings, good quality land, 
better irrigation facilities, higher educational levels 
and better financial standing. An expert group which 
recently studied the agricultural situation in deve- 
loping ECAFE countries concluded that the new 
technology was at present “confined to only a small 
percentage of the farmers with large areas and ample 
resources. It had failed to reach the vast majority 
of small farmers, whether owners or tenants, who 
for lack of resources could not apply the package 
of practices required. . . . Besides, the possibility 
of higher yields was pushing up land values while 
at the same time making cultivation through hired 


® Cf., United Nations, The Planning and Financing of Social Deve- 
lopment in the ECAFE, Region, 1969, p. 10. The position seems to 
have changed somewhat in certain countries very recently. 

7 For some statistical evidence on this point, see pp. 14-18 above. 

8 The average product per worker in the services sector as a whole 
is higher than that in the agricultural sector in a number of develop- 
ing ECAFE countries, but income distribution in the services sector 
itself seems to be highly skewed. A good proportion of income in the — 
services sector in these countries probably emanates from scarcity and 
monopoly elements in the supply of certain types of capital and skills, — 
while product per worker in a large number of occupations in the — 
services sector (e.g., domestic service and services that are clearly a — 
form of disguised unemployment, such as peddling) is extremely low. — 
See Kuznets, S., Modern Economic Growth, op. cit., pp. 414-415. 
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farm labour more profitable. Consequently, a ten- 
dency was seen among landowners to dispense with 
their tenants in favour of farm labourers. As of 
now, the immediate impact of the ‘green revolution’ 
has been a sharp increase in rentals, insecurity of 
tenure, landlessness and polarization in the levels of 
production and income which could result in in- 
creasing social tensions.”® 


The increase in income inequalities reflects in 
large measure the increased concentration of pro- 
ductive assets. In the agricultural sector, some 
progress had been made in regard to reducing the 
dominance of feudal or feudalistic interests, but 
“reforms had not reached the actual tiller in all cases 
and considerable concentration of land ownership 
still prevailed.”2° According to the results of a 
national sample survey undertaken in the early 1960s, 
over 86 per cent of all cultivating households in India 
owned and operated holdings of 10 acres or less, 
which accounted for only about 40 per cent of the 
total cultivated land.11 In West Pakistan and the 
Philippines, about 80 per cent of all holdings, covering 
some 45 per cent of the area, were below 5 acres.!* 
The pattern of land ownership is characterized by 
marked skewness in Thailand, Malaysia and Ceylon 
also! In the industrial sector, there is extreme 
concentration of ownership in a few hands in most 
of the developing ECAFE countries. A survey carried 
out in Pakistan revealed that, in 1959, there were 
over 3,000 individual firms, but only seven individual 
units controlled as much as one quarter of all private 
industrial assets, and a mere twenty-four individual 
units controlled nearly half of all private industrial 
assets.'* A study on the distribution of income in 
India! disclosed that ten groups had an interest of 
one kind or other in 929 companies in 1958, which 
accounted for 27 per cent of the share capital of 
non-government companies. Among these ten groups, 
the top four showed a still higher degree of con- 
centration, the companies controlled by these com- 
plexes accounting for 20.8 per cent of the share capital 
of the entire corporate private sector. The study also 
showed that the top one-tenth of one per cent of 
households, when ranked by dividual income, owned 
more than half of the total personal wealth in the 
form of shares. 


® Report of the Joint FAO/ECAFE/ILO Seminar on Land Reform 
Implementation in Asia and the Far East (Rome, 1969), p. 4. 

10 Ibid. 

11 Cf., Economic Survey of Asia and the Far East, 1969, p. 37. 

12 Ibid. 

13 Ibid. 

14 Papanek, Gustav F., Pakistan’s Development, Social Goals and 
Private Incentives, op. cit., p. 67. 
~ 18 Planning Commission, Government of India, Report of the Com- 
oa on Distribution of Income and Levels of Living, Part I, pp. 40- 
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It appears that certain government policies have 
themselves led to increasing income inequalities in 
most of the developing ECAFE countries. The 
Indian study, referred to above, pinpoints the role 
of extensive tax concessions and finance provided by 
government institutions to show how “the working 
of the planned economy has contributed to the growth 
of big companies in India industry.”!® A_ similar 
situation obtained in Pakistan.7 The manner in 
which various economic controls have been operated 
also seems to have increased income inequalities. In 
India, for example, according to the Monopoly 
Enquiry Committee, the industrial licensing authorities 
had favoured the big businesses and discriminated 
against small businessmen.'® In Pakistan also, the 
working of the control system was “of maximum 
benefit to the large, well-established industrialist, and 
discriminated against the small enterprise.”!9 


The banking system also appears to have played 
a significant part in this respect in a number of 
developing ECAFE countries. According to a study 
of the Indian situation, “the growth of large com- 
plexes which represent concentration of economic 
power, is due largely to bank loans.”°° Both in 
India and Pakistan, there is considerable interlocking 
between big industrial houses and joint-stock banks 
through common directors, and this has facilitated 
the expansion of big business. The distribution of 
bank credit is highly skewed, with the bulk of 
commercial banks’ advances concentrated in a small 
number of loan accounts.*! In the agricultural sector 
also, the bulk of institutional credit has been mono- 
polized by bigger landowners, and small farmers do 
not have adequate credit facilities. 


A number of developing ECAFE countries have 
sought to use fiscal policy as an instrument of income 
redistribution, but, in actual practice, the results have 
not been significant. Many countries in the region 
have fairly progressive income taxes, but, owing to 
a large number of tax exemptions and concessions 
on savings and investment, as well as substantial tax 
avoidance and evasion, they do not seem to have 
powerful redistributive effects.*? In certain countries, 
such as India and Pakistan, income derived from 
agriculture is treated differently for purposes of 


16 Ibid., p. 30. 

17 See Planning Commission, Government of Pakistan, Fourth Five- 
Year Plan, pp. 15-17. 

V Geamtansinnt of India, Monopoly Enquiry Committee Report, 
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19 Papanek, Gustav F., Pakistan’s Development, op. cit., p. 124. 

2° Report of the Committee on Distribution of Income and Levels 
of Living, Part I, op. cit., p. 48. 

21 Even in the absence of interlocking of directorates, bank credit 
would have shown a marked skewness on account of the pattern of in- 
dustrial growth which is dominated by a few big parties. 

22 Indian data suggest that the size distribution of income after tax 


is no less, if not indeed more, unequal than before the tax. Sce 
Reserve Bank of India Bulletin, September 1962, pp. 1359-1363. 
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income tax, and the tax proceeds from the agricultural 
sector have failed to grow in line with the increase 
in the value of agricultural produce. Moreover, the 
bulk of government revenue is derived from indirect 
taxes, which, in all probability, do not have a signi- 
ficantly positive redistributive effect. 


Excessive resort to credit creation for financing 
planned programmes of development, in both the 
public and the private sector, appear to have accen- 
tuated income inequalities in a number of countries 
by giving rise to inflationary pressures. The results 
have been most pronounced in countries in which 
supply of wage goods has considerably lagged behind 
the demand. The lack of success in ensuring neces- 
sary commodity balances, particularly in respect of 
basic necessities of life, resulted in a steep rise in 
prices and cost of living in certain countries and 
reacted unfavourably on the “real” income of large 
sections of population. 


The failure to generate employment opportunities 
in line with the growth in labour force has also 
militated against a more equitable distribution of 
income and wealth. According to expert assessment, 
lack of sufficient progress in reducing unemployment 
and under-employment has also been due to a number 
of deficiencies in economic policies.2* Among other 
things, lack of scientific manpower planning and 


insufficient orientation of educational programmes to . 


fit the potential job opportunities have been respon- 
sible for a good deal of avoidable unemployment. 
The interest rate and exchange rate policies pursued 
in several countries have unduly favoured more 
capital-intensive projects and less labour-intensive 
techniques by keeping the price of capital and foreign 
exchange lower than their scarcity value and have 
thereby interfered with the creation of greater employ- 
ment opportunities. 


Income inequalities and capital formation 


The belief that greater inequality of incomes is 
conducive to a faster rate of growth is based on 
three main assumptions, namely (a) saving as a 
proportion of current income increases as income 
rises, (b) it is easier to use the tax device for mopping 
up a part of the incomes of higher-income groups 
for purposes of capital formation than it is in the 
case of low-income groups, and (c) the investible 
surplus between consumption and disposable income 
is likely to be invested more readily in productive 
projects in the case of high-income groups than in 
the case of low-income groups. Empirical evidence 
to test these hypotheses is rather scanty. Cross- 
sectional analysis in certain advanced countries does 


23 See Employment Objectives and Economic Development, Report 
of a Meeting of Experts (ILO, Geneva, 1961) and Employment and 
Economic Growth (ILO, Geneva, 1964). 
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show that savings ratio increases with income. On 
the other hand, the data relating to Latin American 
countries seem to afford no statistical evidence of a 
definite correlation between the two variables.*4 Data 
for Asian countries are scantier and such as are 
available do not provide any clear relationship.?* 
The argument that high-income earners are easier to 
tax does not go well with the observed tendency of 
greater reliance on indirect taxation for increasing 
government revenues, and substantial tax evasion in 
higher-income brackets. Finally, it is also doubtful 
whether it can be taken as axiomatic that high-income 
groups show greater willingness to invest their savings 
more productively than low-income groups. A part 
of the savings of the richer classes in less developed 
countries is used for investment in land and luxury 
construction, high-yielding short-term ventures and 
projects of low national priority, and accumulation of 
unauthorized cash balances and physical and financial 
assets in foreign countries. On the other hand, recent 
evidence suggests that, given favourable conditions, 
the lower-income groups’ propensity to invest is much 
higher than generally assumed.?® Obviously, there 
is need for much empirical research on these aspects 
before any meaningful conclusions can be drawn. 


There is even less evidence to support the belief 
that reduction in inequalities of income and wealth 
would necessarily lead to a slowing down in the rate 
of economic growth. In fact, a number of considera- 
tions suggest that a more equitable income distribu- 
tion may help rather than hinder capital formation 
and economic growth. Gross inequalities of income 
and wealth give rise to conspicuous consumption, 
which, through the demonstration effect, increases the 
consumption propensity of all classes of population. 
A more equitable income distribution may therefore 
tend to raise the level of savings by weakening the 
demonstration effect.27 Moreover, reduction in in- 
come inequalities can affect economic growth favour- 
ably by improving the pattern of resource allocation 
through the market mechanism. Increased incomes 
in the hands of lower- and midle-income groups would 
also tend to enlarge the size of the domestic market 


24 Cf., “Income Distribution in Latin America”, Economic Bulletin 
for Latin America, October 1967, p. 59. 

25 Economic Survey of Asia and the Far East, 1961, p. 56. 

26 Tn Pakistan, for example, a good number of small landholders 
also participated in the upsurge of investment in private tube-wells 
and fertilizers in the 1960s when the benefits of these agricultural in- 
puts were clearly demonstrated. See Ghulam Mohammad, “Some 
Strategic Problems in Agricultural Development in Pakistan”, Pakis- 
tan Development Review, Summer 1964. In India, one survey of 
farm investment showed that poor farmers invested proportionately 
more of their assets than rich farmers: All-India Rural Debt and In- 
vestment Survey 1961/62 cited in ECAFE, “Problems of Planning 
and Plan Implementation in the ECAFE region, 1950/51 to 1967/68”. 

7 Tt is interesting to observe that, in the United Arab Republic, the 
personal savings ratio is reported to have remained constant during 
the entire postwar period up to 1962/63, notwithstanding the strong 
tendency towards a more equitable distribution of income and wealth. 
See Hansen, B., “Savings in the U.A.R.”, Institute of National Plan- 
ning (Cairo, 1965). 
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for a large number of goods of everyday use for 
which there is a felt need but no effective demand 
at the ‘moment, raising the average profitability of 
investment and improving the general investment 
climate. 


It has also to be remembered that economic 
growth is not a function of capital formation alone. 
In a very real sense, it is influenced by the motivations 
of the people. The motivations in turn are influenced 
by the reward for productive effort. If the economic 
and social system of a country fails to ensure a just 
apportionment of the gains from development, it 
breeds discontent and affects the productive efficiency 
of the people. It is not just a coincidence that 
agricultural productivity is often the lowest in cases 
where tenurial arrangements are the most inequitable. 
Similarly, it is difficult to realize significant gains in 
industrial productivity if labour is not adequately 
remunerated. Measures to reduce income inequalities 
can therefore stimulate productive efficiency and 
thereby promote a faster rate of growth. 


Social sectors versus productive sectors 


In view of the dissatisfaction with the results of 
planned growth in a number of developing ECAFE 
countries during the First Development Decade, it 
is a question of topical importance whether the 
provision for social services should be substantially 
enhanced in future programmes. 


The main difficulty in raising the allocations for 
social sectors is that, given the quantum of available 
financial resources, increased provision for social 
sectors would leave less for directly productive sectors. 
Greater expenditure on social services would present 
no major problem if the output effects of the two 
types of expenditure were the same. However, the 
output effects per unit of expenditure differ con- 
siderably, not ohly between different sectors but also 
within the same sector in different lines of activity. 
Moreover, there is the question of time profile because 
the gestation periods of different types of expenditure 
are different. Another difficulty is that benefits ac- 
cruing from social sector expenditure are not easily 
quantifiable. 


The problem of resource allocation among com- 
peting uses, even within the productive sector, is not 
free from difficulty. A number of criteria have been 
suggested by different authors, but it has been 
increasingly realized that there is no single criterion 
which suffices for purposes of actual policy formula- 
tion. The development process is subject to several 
constraints, which differ from country to country, so 
. no investment policy can be regarded as ideal 
in all circumstances. The optimality of investment 
decisions can only be judged in the light of the actual 


mechanics of development in particular countries and 
the configuration of growth-inhibiting and growth- 
promoting factors. The development strategy to be 
pursued in the Second Development Decade will have 
to take cognizance of these aspects. 


Economic growth with social stability 


The major decisions on development policy in 
the Second Development Decade must be guided by 
the paramount consideration of achieving economic 
growth within a framework of social stability. It is 
vitally necessary to underline the fact that economic 
growth and social stability are closely inter related. 
Sustained economic growth is possible only in an 
environment which allows production processes to 
proceed uninterruptedly. Serious labour management 
disputes, frequent strikes, civil strife and political 
turmoil, which are manifestations of social instability, 
are inimical to economic growth. Labour trouble 
and social tensions cloud the horizon for private 
investment, and in countries where the private sector 
plays an important role in economic development, a 
decline in private investment can seriously retard 
economic growth. In a period of social turmoil, 
Governments may find it difficult to raise additional 
resources by way of taxation and other fiscal levies, 
while it may become necessary to enlarge current 
expenditures for maintenance of law and order, there- 
by reducing investible resources for development. 
Social pressures may also force the Governments to 
supplant private sector activity in certain fields by 
public undertakings. In countries where the public 
sector is not fully equipped for the purpose, this 
may lead to loss in economic efficiency and a slowing 
down in growth. 


The fact that inequalities of income and wealth 
increased in the early stages of modern economic 
growth in the present day developed countries does 
not prove that repetition of such a pattern is an 
indispensable condition for growth in the developing 
countries. As Kuznets has pointed out, “all we can 
say is that unequal distribution of income in the 
earlier decades in the presently developed countries 
did not prevent rapid economic growth. But our 
data do not reveal the specific social and economic 
circumstances, and we cannot say that a somewhat 
less (or more) unequal size distribution might not 
have contributed to even faster growth.”*S Kuznets 
has also pointed out that, despite the attenuating 
circumstances in the case of Western economic de- 
velopment, such as a relatively higher level of real 
per capita income, pressures arising from income 
inequalities were “sufficiently acute to strain the 
political and social fabric of society, force major 


28 Kuznets, S., “Quantitative Aspects of the Economic Growth of 
Nations, VIII: Distribution of Income by Size’, Economic Develop- 
ment and Cultural Change, Vol. XI, No. 2, Part II, 1963, p. 69. 
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political reforms, and sometimes result in civil war. 
As already discussed, empirical evidence is not con- 
clusive in regard to the relationship between income 
inequalities and capital formation. However, even if 
policies designed to bring about a more equitable 
income distribution were to result in some diminution 
in the rate of growth of private savings, it may be 
well worth taking this risk to avoid the more dele- 
terious consequences of social instability. The decline 
in the rate of growth of private savings could more- 
over be offset by more vigorous resource mobilization 
in the public sector, so that the over-all rate of savings 
and investment in the economy is not unduly affected. 


The development strategy for economic growth 
with social stability has to be evolved in the light 
of individual country circumstances. It is possible, 
however, to indicate the broad contours of such a 
policy in the light of the foregoing discussion. The 
major causes of social discontent in most of the 
developing ECAFE countries appear to be (a) the 
low level of per capita income, (b) the slow growth 
in per capita income, (c) increase in the cost of 
living, (d) insufficient employment opportunities, {e) 
increase in income inequalities and an institutional 
framework which does not provide equal opportunities 
to all for economic and social advancement and (f) 
inadequate attention to social sectors. It is apparent 
that action on a very broad front will be needed to 
ensure that economic growth proceeds within ~xthe 
framework of social stability. 


A considerable acceleration in the rate of growth 
of per capita income is necessary for effectively 
tackling the major socio-economic problems of less 
developed countries. The slowness with which living 
conditions improved in the developing ECAFE region 
in the First Development Decade is in large part a 
reflection of the deep economic poverty which charac- 
terizes this part of the world. At the beginning oi 
the 1960s, Asia was the poorest of the world’s regions 
in terms of per capita income and it remains so today. 
It is true that lack of sufficient social orientation in 
some of the policies pursued in the, First Development 
Decade aggravated social discontent, but it would be 
unrealistic to assume that the solution lies in mere 
egalitarianism. The average income in developing 
ECAFE countries is so low that even a drastic 
redistribution of incomes would not bring about 
significant increases in the levels of living for the 
many. Similarly, the low level of income imposes 
a severe constraint on the extent of increase in social 
sector expenditures. A considerable acceleration in 
the rate of growth of per capita income is therefore 
a necessary, if not a sufficient, condition for bringing 
about significant improvement in the living conditions 
of the people in the developing ECAFE region. 


29 Kuznets, S., “Economic Growth and Income Inequality”, Ameri- 
can Economic Review, March 1955, p. 25. 
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Achievement of a pronounced acceleration in the 
rate of growth of per capita income would necessitate 
measures aimed at slowing down the rate of popula- 
tion growth and raising the level of gross domestic 
product to the maximum extent feasible consistent 
with the attainment of other major policy objectives. 
Acceleration in the rate of growth of GDP would 
require increased domestic resource mobilization, 
vigorous export expansion and greater allocative 
efficiency. These measures would need to be supple- 
mented by more active regional co-operation and 
greater assistance on the part of the international 
community in matters of trade and aid. To ensure 
that benefits of economic growth are widely distri- 
buted and economic growth proceeds within the 
framework of social stability, it would be necessary 
to stabilize the cost of living, reduce income inequali- 
ties, create employment opportunities on a much 
larger scale, give more attention to social sectors, and 
to so modify the institutional framework that all 
strata of society have opportunities for rapid economic 
and social advancement. Specific policies to achieve 
these objectives could have to be framed on the basis 
of detailed study of all relevant issues by the Govern- 
ments concerned. The rest of this chapter attempts 
to provide a general approach to some of these 
problems. 


The solution to the major problems facing the 
countries of the region would be facilitated by better 
planning and better execution of development plans. 
The planning agencies need to be suitably strengthened 
to enable them to undertake the preparation of well- 
integrated plans, with proper emphasis on the growth 
and social aspects of development. At present, in 
many countries, there are serious weaknesses in the 
machinery for integration of social and economic 
development planning which need to be remedied. It 
would also be necessary to ensure a more effective 
implementation of development plans; this would need 
the drawing together into the planning process of 
various decision-making and implementing groups— 
public and private—through co-ordination, consulta- 
tion and agreement reached at various levels and at 
various stages. Finally, the importance of mobilizing 
popular support for national development plans cannot 
be over-emphasized. Without popular commitment 
and participation, the sacrifices that are necessary for 
development would not be easily made, nor would 
productive effort be commensurate with the needs. 
The extent of popular participation, of course, would 
depend largely on the character of the development 
process and the sharing of the benefits of growth 
among various population groups. This will involve 
dificult and delicate political decisions in several 
countries and the outcome of development effort in 
the Second Development Decade will crucially depend 
on those decisions. 
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Population policy 


A slowing down in the rate of growth of popula- 
tion is necessary to attain a significant improvement 
in living conditions in the less developed countries 
of the ECAFE region. More than half of the incre- 
ment in total output in the developing ECAFE 
countries in recent years went just to sustain more 
people rather than raise the living standards. More- 
over, the higher the rate of population growth. the 
greater is the investment required in social overheads 
merely to maintain the same basic services and 
standards for increased numbers. The problem is 
complicated by the fact that countries with high rates 
of population growth have also high dependency ratios 
which reduce their savings capacity and thereby the 
potential for future growth. 


There has been a growing awareness of the need 
to evolve proper population control policies in less 
developed countries in recent years. Before 1960, 
only two countries in the developing ECAFE region, 
India and Pakistan, had an official policy of family 
planning for the purpose of lowering birth rates. In 
contrast, there is scarcely any country now which 
does not have a population policy of some sort. Some 
countries have recorded a significant reduction in 
birth rates during the 1960s. Jt is reported, for 
example, that between 1960 and 1968, as a result 
of a substantial reduction in birth rates, the annual 
percentage rate of increase of population declined 
from 3.7 to 3.1 in China (Taiwan). While the 
experience of such countries shows the feasibility of 
making a pronounced impact on the population pro- 
blem within a matter of a few years, it would be 
unrealistic to assume that success in containing future 
population growth in the developing ECAFE region 
can be achieved through a vigorous family planning 
programme alone. It is the view of demographic 
experts that the trends in population are related to 
numerous features of social and economic change in 
a number of ways.®® Changes in education level, 
health and other conditions of life appear to have a 
significant bearing on the attitudes of people towards 
limitation of family size. An increase in educational 
levels, for example, has been found conducive to 
greater acceptance of family planning. Economic 
and social policies which reduce the need for having 
large families for purposes of economic security also 
tend to lower birth rates. The fact that birth rates 
have significantly declined only in those countries 
which have higher per capita income, higher educa- 
tional standards and better environmental conditions 
suggests the need for giving greater attention to social 

aspects of development and accelerating growth in 


30 Cf, United Nations, World Population: Challenge to Develop- 
_ ment, Summary of the Highlights of the World Population Conference, 
1966. 


order to enhance the prospects of success of family 
planning programmes. 


Reduction in income inequalities 


The tendency of a private enterprise capitalistic 
system to aggravate income inequalities can best be 
tackled through countervailing action on the part of 
the State. Fiscal policy, in particular, can play an 
important role in bringing about a more equitable 
pattern of income distribution. As discussed earlier, 
the fiscal policies pursued so far do not seem to have 
achieved significant redistributive effects, on account 
of (a) the preponderance of indirect taxes (b) the 
large number of fiscal concessions which primarily 
benefit the higher income groups and (c) substantial 
tax evasion. The actual measures that should be 
taken to reform the tax system would need to be 
worked out in the light of local conditions in each 
country, but the general direction in which movement 
is necessary is quite apparent. By international 
standards, the upper-income groups in most of the 
developing ECAFE countries bear a light tax burden. 
In countries where direct taxes are not sufficiently 
progressive, consideration needs to be given to raising 
the rates of taxes. In most of the countries, the 
tax rates are already fairly high, but the actual tax 
realizations are unduly low on account of liberal tax 
concessions and widespread tax evasion. Fiscal con- 
cessions for savings and investment are justified in 
limited degree for a limited period in initial stages 
of growth, but they need to be kept under constant 
review. It seems that, in quite a few countries, liberal 
tax concessions have continued even after they had 
outlived their utility. This has not allowed fiscal 
policy to play its proper role in reducing income 
inequalities. Tax evasion, which is quite a serious 
problem in developing ECAFE countries, blunts the 
effectiveness of even highly progressive taxes in 
reducing income inequalities. In some of the de- 
veloping ECAFE countries, high incomes in the 
agricultural sector are inadequately taxed and this 
tends to aggravate income inequalities. It is neces- 
sary that iax systems should be examined in their 
entirety in relation to the social objective of reducing 
income inequalities, and appropriate action taken in 
the light of such an investigation. 


As mentioned earlier, the highly uneven distribu- 
tion of income in the developing ECAFE countries 
is associated with a highly skewed pattern of assets 
ownership. Policies for income redistribution must 
therefore include effective measures for tackling this 
problem. The land reform programmes need to be 
implemented with greater vigour and determination 
to reduce income inequalities. In addition, fiscal 
policy measures, such as wealth taxes, gift taxes and 
estate duties, can act as important instruments for 
reducing the concentration of assets ownership. 
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Action on a broad front is needed to reduce 
_ the concentration of economic power. The main 
instruments that can be employed are anti-monopoly 
legislation, prohibition of all types of restrictive 
practices, and promotion of ownership of shares on 
a wider basis. Experience shows, however, that 
enactment of such measures is not enough: desired 
results can only be achieved by vigorous implementa- 
tion. Moreover, such measures need to be supple- 
mented by steps designed to provide the necessary 
encouragement for small entrepreneurs and new 
comers. Of special importance, in this connexion, 
is the need to improve access to credit facilities. 
The availability of credit facilities for small farmers 
also needs urgent improvement to enable them to take 
advantage of improved agricultural practices and 
improve their relative income position. The develop- 
ment of the capital market, through such institutions 
as a stock exchange, investment trusts, underwriting 
institutions and equity participation funds, can also 
help in widening the ownership of assets. 


Reduction in income inequalities will also neces- 
sitate vigorous government action to expand employ- 
ment opportunities as fast as may be consistent with 
the attainment of other major objectives. This aspect 
is discussed later in this chapter. Unskilled labour, 
tenant-farmers and landless labourers are other sec- 
tions of society which require effective government 
action to bolster their positions. The problem of 
landless labourers was given detailed consideration 
recently by an expert group and some of the measures 
recommended by them- were (a) vigorous enforcement 
of minimum wage legislation (b) rights to homesteads 
now provided by landlords (c) provision of new 
homesteads in congested areas through state acquisi- 
tion where necessary (d) promotion of agro-industries 
and (e) expanding land-settlement programmes.*! 


Vigorous action is also necessary to remove the 
frustrations caused by interergional income inequali- 
ties resulting from the uneven development of regions 
in the same country. This is another field where, 
in the absence of countervailing action on the part 
of the State, free market forces can easily aggravate 
the problem. There is a natural tendency for new 
enterprises and investments to gravitate towards the 
already developed areas because of the better facilities 
there. To the extent that the economic backwardness 
of a region is due to lack of an adequate physical 
infrastructure, the situation obviously calls for greater 
investment by the Government in that region. For 
inducing greater private investment in less developed 
regions, it may also be necessary to strengthen the 
incentives mechanism through suitable tax devices and 
increased credit facilities. To promote local initiative 
in poorer regions, which are also capital-deficient, 


31 Cf., Report of the Joint FAO/ECAFE/ILO Seminar on Land 
Reform Implementation in Asia and the Far East, op. cit., pp. 7-9. 
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equity participation funds and underwriting institu- 
tions can play a useful role. Experience indicates 
that, to promote speedier development of less develop- — 
ed regions of a country, it is also necessary to build 
up mutual trust among the inhabitants of different 
regions and to give adequate representation to local — 
people both in the labour force and management. 


Access to opportunities for economic advance- 
ment in all regions and in all strata of society depends — 
significantly on education levels. Despite substantial 
progress in the field of edication in recent years in 
most developing ECAFE countries, educational facili- 
ties are still highly deficient and unevenly distributed. 
This is particularly so in rural areas. The expenses 
of higher education’ cannot usually be borne by a 
large number of poorer families, and this, in effect, 
means inequality in opportunities for economic ad- 
vancement.®* Programmes designed to ensure equal 
educational opportunities for all can help significantly 
in reducing income inequalities. 


Employment aspects 


The employment situation will grow worse in a 
number of developing ECAFE countries in the Second 
Development Decade unless concerted measures are 
taken to tackle the problem. A successful population 
policy can alleviate it, but only in the long run. 
Those who will constitute the labour force in the 
Second Development Decade and seek employment 
opportunities have already been born. Increase in 
employment opportunities is closely related to the 
tempo of economic development. It will therefore be 
easier to tackle this problem in countries which are 
able to achieve a faster rate of economic growth, 
but, in view of the acuteness of the unemployment 
problem, it will be necessary to scrutinize all the 
economic policies to see that they exert the maximum — 
favourable effect on employment consistent with the 
attainment of other major policy objectives. 

Though labour is a more abundant resource in 
relation to capital, the interest rate and exchange rate 
policies pursued in a number of developing countries 
have favoured the adoption of production techniqaay 
which do not appropriately reflect their factor pro- 
portions. Admittedly, adoption of capital-intensive 
techniques is unavoidable in many cases on account 
of lack of sufficient choice in the matter or for reasons 
of competitive efficiency, but policies are needed 
which exercise the necessary compulsion in favour of 
less capital-intensive techniques, at least in cases where 
there is much greater technological flexibility. A 
reconsideration of fiscal, monetary, trade and other 
government policies, with a view to their reorientation 


82 Tn the developing ECAFE region, Ceylon is the only country 
which assures education up to the highest level for deserving students 
of all strata of society. 
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in the perspective of relative factor proportions, may 
therefore be expected to exercise a favourable effect 
on the employment situation. 


The employment aspects should be given due 
weight in planning the investment pattern and execu- 
tion of development projects. Development of infra- 
structural facilities (roads, power projects, irrigation 
works, soil reclamation and conservation, housing, 
schools etc.), which is mainly the responsibility of 
the Government, is a field where a wide range of 
different technologies are available. As emphasized 
by the Seventh Expert Group on Programming Tech- 
niques, public authorities should ensure that labour- 
intensive rather than capital-intensive methods are 
applied in this sector, even if the cost to public 
budgets is higher, because “the higher cost does not 
necessarily reflect real cost to the country, which is 
cost in terms of ‘shadow prices’ and for labour these 
are usually much lower than wage rates”.** In other 
sectors, also, labour-intensive techniques should be 
promoted as far as possible. For expanding rural 
productive employment, more widespread use of high- 
yielding labour-intensive farming techniques, multiple 
cropping, livestock farming, and development of rural 
cottage industries should be encouraged. 


The solution to the problem of the educated 
unemployed has to be sought primarily in better 
manpower planning and reorientation of education 
programmes. To a large extent, unemployment among 
educated youth is attributable to lack of functionality 
‘in the education system. As pointed out by an expert 
study on the subject,** the philosophy and practice 
of teaching and education in a number of Asian 
countries often work to discourage enquiry and 
initiative among the students and perpetuate a static 
and passive outlook on society and its problems; 
‘there is frequently an excessive emphasis on con- 
formity and not enough on independent discovery; 
and literary subjects, looking towards prestigious 
white-collar employment, frequently take too great a 
precedence over practical instruction. The defects of 
the education system and lack of scientific manpower 
planning ill serve the objectives of both development 
and employment as they result in surpluses and 
scarcities of skills existing side by side. There is 
evidence that reorientation of the education system 
'and manpower planning are receiving much greater 
mention now in a number of developing ECAFE 
countries so that better results are expected in the 
future. 


_ 33 ECAFE, Sectoral Output and Employment Projections for the 
Second Development Decade, Development Programming Techniques 
Series No. 8, p. 9. 

_ 84UNESCO, Perspectives of Educational Development in Asia 
Bangkok, 1965). 


Cost of living 


Family budget studies in a number of developing 
ECAFE countries show that, on account of the low 
level of per capita income, purchase of food and a 
relatively small number of simple manufactured goods 
accounts for an over-whelmingly large proportion of 
family expenditures in the case of the majority of 
the population. It has also been observed that, in 
these countries, the first reaction of low-income 
households to an increase in incomes is to increase 
the total quantity of consumption of cereals. With 
further rise in income, more and more families tend 
to increase their demand for more nutrient types of 
food and simple manufactured goods. Viewed in 
this perspective, a balance between the supply and 
demand of these items, commonly designated as “wage 
goods”, is crucial for preserving monetary and price 
stability. It follows that countries of the developing 
ECAFE region should endeavour to promote a pro- 
duction mix which is closely in line with the pattern 
of demand to ensure a reasonable degree of price 
stability. 


Till recently, inadequate increase in the produc- 
tion of foodgrains was one of the major factors 
responsible for the rise in the price level in a number 
of developing ECAFE countries. The position has 
improved in this respect in the last two to three years 
on account of the agricultural breakthrough. How- 
ever, in most countries, it will be necessary to bring 
about a further substantial increase in the production 
of foodgrains before a stable long-run equilibrium 
between the demand for and supply of foodgrains is 
achieved.*® At the same time, attention will need to 
be given to speedy expansion in the production of 
non-cereal food items which are in short supply in 
most of the developing ECAFE countries. A good 
deal of malnutrition in these countries is due to the 
serious lag in the production of more nutrient types 
of food which has resulted in a sharp rise in their 
prices. According to FAO projections, while the 
demand in Asia for cereals for human consumption 
is likely to double by 1985, the demand for meat, 
fish and eggs (taken as a group) is likely to increase 
by 250 per cent, and for milk, by 230 per cent.*® 
The demand for other food products is also expected 
to rise appreciably. Unless steps are taken to meet 
the likely increase in the demand for these items well 
in time, the cost of living will experience a further 
rise. The main problem lies with protein supplies 
rather than with sugar, fruits and vegetables for which 
a large bulk can be produced from a relatively small 
area of land. This is not the case with animal 
proteins, particularly meat and milk, in whose case 


35 For numerical projections, see FAO, Provisional Indicative World 
Plan for Agricultural Development. 

36 FAO, Provisional Indicative World Plan for Agricultural Deve- 
lopment: Summary and Main Conclusions, op. cit., p. 7. 
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the gestation period is quite long and land area 
requirements quite large. The growth in the pro- 
duction of pulses. the main source of high-quality 
vegetable protein, has also been sluggish so far, and 
it will need to be given special attention. FAO has 
recommended a detailed action programme in the 
livestock sector for increasing the supply of animal 
proteins*’ which deserves earnest consideration by the 
developing ECAFE countries. 


The housing shortage and the consequent rise in 
house rents has resulted in raising the cost of living 
in a number of countries in the developing ECAFE 
region. The same is true of transport costs and the 
costs of a number of other services. Public policies 
to improve the housing situation, transport facilities 
and other social amenities are therefore urgently 
needed to prevent a further rise in the cost of living 
of the less well-to-do sections of society. 


While an attempt should be made to increase the 
supply of wage goods and other necessities of life 
as fast as possible, it is also necessary that appropriate 
monetary and fiscal policies should be pursued to 
regulate monetary demand in the economy to prevent 
an inflationary rise in prices. Experience has shown 
that unrestrained deficit financing can have highly 
deleterious consequences for the price level in a 
situation which is characterized by shortage of wage 
goods, and monetary policy alone cannot eliminate 
inflationary pressures unleashed by an unduly expan- 
sionary fiscal policy. Moreover, restriction of bank 
credit beyond a point can have harmful effects on 
productive activity and may therefore act as an ally 
of inflationary forces instead of producing the desired 
anti-inflationary impact. Monetary and fiscal policies 
in less developed countries are generally more effective 
in preventing the emergence of excess demand con- 
ditions than in reversing the process of inflation. 
This underlines the need for proper advance planning 
of monetary and fiscal policies, particularly in respect 
of their influence on the state of monetary demand. 


In quite a few developing ECAFE countries, the 
rise in prices has also been associated with the process 
of import substitution. Industrialization in these 
countries has proceeded under a heavy protective 
umbrella, so that replacement of imports by domes- 
tically produced goods has served to raise the price 
level. Since, in most cases, domestic industries have 
enjoyed an assured market for their products inside 
the country, rationalization of cost of production has 
not received adequate attention. Moreover, in the 
case of goods where the market structure has been 
conspicuously oligopolistic, the manufacturers have 
had considerable scope for “administering” prices to 
the disadvantage of the consumer. The steady rise 


"87 [bid., pp. 35-41. 
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in the level of indirect taxation also seems to hav 
exercised an upward pressure on the prices of manu 
factured goods, particularly in countries characterizec 
by excess demand conditions where it is easy to pas: 
on the burden of increased indirect taxation to thi 
consumer in the form of higher prices. A reviev 
of industrial protection policies, measures designec 
to infuse more competition in the domestic manu 
facturing sector and reduced dependence on indirec 
taxes can therefore assist significantly in reducin; 
price pressures in developing ECAFE countries. 


Greater allocative efficiency 


The developing countries face an acute shortag 
of resources in’ relation to needs. There is a1 
imperative necessity, therefore, to use these resource 
most effectively. There are no rules of thumb 
however, to determine the optimal pattern of resource 
allocation. Besides accelerating the rate of growth 
development has a multiplicity of objectives whicl 
are less easily quantified, such as a higher level o 
gainful employment, reduction in inequalities o 
income and wealth, and improvement of health 
education and levels of living in general. Even i 
some of these objectives could be given an exac 
quantitative connotation, the relative weights tha 
should be assigned to different objectives would, it 
any case, require a subjective value judgment. I 
the matter of resource allocation, therefore, as Tin 
~bergen has pointed out, “A final choice will alway 
have to be made, on the basis of all information an 
on certain subjective valuations, by those who ar 
particularly responsible at the highest level.”** 


The problem of optimum allocation of investmen 
resources is, in a real sense, a problem of maintainin, 
the needed balances between the “social” sectors an 
the “productive” sectors, as also withia the socia 
and productive sectors. 


While seeking to achieve optimum resource 
allocation in the context of a country’s actual condi 
tions, attention should not be confined to public secto 
allocations under various heads. The policy instru 
ments available to the Government should be deploye 
to influence the pattern of resource allocation in th 
private sector also. Fiscal, monetary and trad 
policies are used on a regular basis in most countrie 
to influence investment decisions in the private secto 
so far as activity directly related to productive sector 
is concerned. There is need, however, for usin, 
government policy instruments more actively t 
enhance the role of the private sector in the socia 
field. In the housing sector, particularly, there ar 
possibilities of much greater participation by th 
private sector. Private funds can be channelled fo 


38 Tinbergen, J., The Design of Development (IBRD, 1958), p. 30 
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yw-cost housing through State initiative and incentive 
evices. At the same time, measures can be taken 
» induce industrial and business firms to provide 
ousing for workers and to improve the environmental 
mnditions in which they live and work. To reduce 
1¢ housing shortage in general, people in lower- 
come groups should be enabled to own their houses 
rough self-help, by means of credit facilities and 
1¢ promotion of savings and loan associations. 


The goal of allocative efficiency requires that a 
roper balance be maintained amongst various activi- 
es within the productive sectors as well. A certain 
alance between the growth of the agricultural and 
idustrial sectors is necessary if economic develop- 
lent is to proceed smoothly. A number of developing 
yuntries tend to switch emphasis rather too soon 
om agriculture to industry in the hope of breaking 
ough the low-level equilibrium trap. Available 
yidence suggests that this policy has not been a 
iccess and lack of sufficient progress in the agricul- 
iral sector has held down progress in the industrial 
ctor itself. This has led to greater realization of 
ie basic interrelationships between the growth of 
sriculture and industry, and, in turn, exercised an 
nportant influence in reshaping investment decisions 
1 a number of developing ECAFE countries in recent 
ears. In view of the general scarcity of investible 
ssources, it is necessary that the creation of excess 
apacity in both industry and infrastructure projects 
1ould be carefully guarded against, except in cases 
here it is unavoidable because of technological 
\divisibility. 


Considerations of allocative efficiency also war- 
ant that planning in the productive and social sectors 
iould be well integrated. This is a field in which 
uch work is yet to be done. Best results can be 
shieved from limited resources if the programmes 
1 the productive and social sectors are so designed 
; to be mutually reinforcing. Under a system of 
itecrated planning, it should be possible to so adjust 
ie content of social programmes as to maximize 
leir economic value and to so reorientate the pro- 
uction programmes as to give maximum help in 
alving the most urgent social problems. 


gricultural strategy 


In view of the predominance of agriculture in 
le economies of developing ECAFE countries, it is 
ecessary to give careful attention to evolving an 
sricultural strategy which makes a maximum con- 
ibution both to economic growth and social stability. 


The recent breakthrough in agriculture in a 
umber of countries in the developing ECAFE region 
based on intensive application of fertilizers and 


ey 


use of high-yielding varieties of seed.*® While this 
strategy has yielded good dividends so far in terms 
of raising the level of agricultural productivity, 
agronomic studies point to a number of problems 
which countries are likely to face if they rely solely 
on it to solve all their agricultural problems.4° The 
expansion of irrigation facilities and a highly de- 
veloped water-management system are the major 
preconditions for the success of the new strategy. 
Not all areas of a country can therefore benefit from 
it, at least in the short run. Moreover, the new 
strategy calls for much larger initial outlays which 
small farmers in many countries are unable to afford. 
Thus, while concerted efforts should be made to 
develop high-quality and dependable irrigation facili- 
ties to promote wider adoption of the new strategy, 
other means must be found to increase agricultural 
productivity in areas and on farms where its adoption 
is not currently feasible. 


Since the availability of water is a limiting factor 
in the expansion of agricultural production in large 
areas in a number of developing ECAFE countries, 
and the extensive building of dams and canals 
involves high capital costs, the emphasis in many 
places will have to be on minor irrigation projects 
and effective tapping of underground water, through 
such means as tube wells and water pumps. Increased 
availability of water through such means would allow 
the adoption of better farming practices in large areas 
and reduce the contrasts in the levels of agricultural 
productivity in different regions of the same country. 
It would also give a fillip to multiple-cropping which 
has the potentiality of raising agricultural production 
substantially in a number of developing ECAFE 
countries. 


The recent breakthrough in agriculture in the 
developing ECAFE region is confined largely to wheat 
and rice. The per acre yields of other agricultural 
crops, particularly cash crops, have not risen appre- 
ciably, There is need for stimulating research to 
find ways of increasing yield from other crops to 
bring about all-round agricultural prosperity. Even 
in the case of foodgrains, there is need for continuing 
interdisciplinary research, both to improve the varie- 
ties already developed and to widen the spectrum of 
cereals covered. In fact, FAO has warned that, 
because of the emphasis being placed on a limited 
range of varieties, and the high hopes pinned on 
their success, an unusually severe setback to agricul- 


39 This is the position in India, Indonesia, Pakistan and the Philip- 
pines, Ceylon, Malaysia and Thailand are following a somewhat 
different agricultural strategy based on more conventional methods of 
raising the level of agricultural production, such as land development, 
double-cropping and extension of irrigation. See Economic Survey 
of Asia and the Far East, 1969, pp. 22-30. 

4° Cf., “Planning Strategies in Agricultural”, Economic Bulletin for 
Asia and the Far East, September 1969, 


128 


tural progress could occur if adequate resources are 
not devoted to research work.*! 


It is also necessary to give greater attention to 
measures designed to eliminate the loss caused to 
crops by insects, pests and plant diseases which cause 
considerable damage every year in several countries.‘? 
In most countries, plant protection measures are as 
yet highly inadequate and cover only limited areas. 
A major acceleration of pest-control programmes is 
clearly indicated and has become especially necessary 
because the new high-yielding varieties often lack 
resistance to indigenous insects and diseases. 


To achieve a more rapid progress in agriculture 
in the Second Development Decade, countries of the 
developing ECAFE region will have to bring about 
considerable improvement in their transport and 
communications networks. In large areas in these 
countries, subsistence farming is practised because of 
the difficulty of bringing the produce of more profit- 
able crops to the market. A better transport system 
could induce greater agricultural production by 
breaking the isolation of the villages, increasing the 
farmer’s share in the price paid by the final consumer 
and making the farmers’ developmental needs, such 
as better seeds and fertilizers, more easily accessible. 
The community development programmes, alréady 
initiated in a number of developing ECAFE countries, 
could play a substantive role in improving the 
communications network, and the capital costs could 
be kept down if the co-operation of local people could 
be enlisted to provide free labour on a voluntary 
basis. 


With the recent increase in the production of 
foodgrains, and the prospects of attaining self- 
sufficiency in a number of previously food-deficit 
countries, the importance of scientific crop planning 
and agricultural diversification has increased con- 
siderably. The rise in the yields of cereals is likely 
to release substantial land resources which could be 
profitably used for growing other crops or raising 
livestock. The increase in food production in food- 
deficit countries is also resulting in a shrinkage in 
the exports of food-exporting countries and a policy 
of agricultural diversification is called for in their 
case. 


Apart from the technological aspects, the agricul- 
tural strategy in the Second Development Decade 
must give adequate attention to the institutional 
aspects of agricultural development. The importance 


41 FAO, Provisional Indicative World Plan for Agricultural Deve- 
lopment: Summary and Main Conclusions (Rome, 1970), p. 29. 

42 In India, for example, insect, pests, plant diseases and parasites 
are estimated to cause a pre-harvest loss of at least 15 to 20 per cent 
in potentical cereal grain production, and as high as 25 per cent in 
pulses, oilseeds, fruits and vegetables. See FAO. Provisional Indica- 


tive World Plan for Agricultural Development, Vol. 1 (Rome, 1969), 
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of land reforms, improvement of tenurial arrange 
ments and measures designed to ameliorate th 
conditions of landless labourers have already bee 
emphasized in this chapter. The urgent need fo 
expanding agricultural credit facilities to enable th 
small farmers to take advantage of improved agricul 
tural practices was also stressed. To improve th 
relative position of small farmers, it will also b 
necessary to take measures to ensure an adequat 
supply of farm inputs for them well in time, t 
improve the marketing organization to prevent ther 
from being exploited by the middlemen, and t 
organize efficient extension services to educate ther 
in the benefits of improved farming practices. 


Industrial strategy 


A significant acceleration in the rate of growl 
of industrial production will be necessary in mam 
developing ECAFE countries to achieve the target 
of the Second Development Decade. The industrial 
ization process consists of the implementation of | 
series of individual projects. The criteria that guid 
the selection of such projects, and the policies tha 
are pursued to promote and foster the growth o 
industries, have an important bearing on the patter 
of resource allocation and deserve careful considers 
tion. A recent survey of industrial development ii 
the developing ECAFE region during the First Deve 
lopment Decade points to a number of deficiencie 
in the industrial policies of developing ECAFI 
countries which did not allow full benefits to b 
reaped from the industrialization process.43 Sine 
industrialization is a costly process and absorbs : 
good deal of scarce resources, a reappraisal o 
industrial strategy by developing ECAFE countrie 
with a view to improving the ‘quality’ of industrial 
ization is of great importance. 


The industrial status of developing ECAFE coun 
tries at the beginning of the Second Developmen 
Decade covers a wide spectrum. On the whole, i 
appears that policies for industrialization in the Firs 
Development Decade were concerned more wil 
increasing the volume of new industrial investmen 
than with the efficiency of the emerging industria 
structure.‘ Under heavy protection, a large num 
of industrial units, greatly dependent on impor 
inputs, have sprung up, operating at a minimal ley 
of cost efficiency in comparison with internation: 
standards. There is a-well recognized ‘Infant h 
dustry’ argument for promoting domestic industrie 
in the initial stages of their growth. Howeve 


; 


43 “Tndustrialization Policies, Achievements and Problems 
countered by Member Countries in the Region during the First Un 
Nations Development Decade and Policies for the Second Devel 
ment Decade”, document prepared by UNIDO for the Asian Cont 
ence on Industrialization, 1970. 1 

44 See “Some Issues of Development Policy in the Coming Decade’ 
World Economic Survey, 1968, Part I, p. 32. 
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industrial protection in many countries is not confined 
to infant industries nor is it related to the “age” of 
the industry. In fact, in a number of countries, since 
imports are subject to quantitative restrictions, the 
effective level of protection is determined not by the 
protective tariff but by the level of imports and 
domestic demand. In a number of cases, therefore, 
with the growth in domestic demand and intensifica- 
tion of import restrictions on account of balance-of- 
payments problems, the effective level of protection 
for individual industries has gone on increasing rather 
than declined. Such industries therefore have been 
under no compulsion to lower costs.*° This is the 
main reason why, despite rapid industrialization, there 
has been no favourable impact on the price situation 
in a number of countries. In many countries, import 
restrictions have been severest in the case of con- 
sumer goods and this has encouraged the setting up 
of consumer goods industries on a broad front while 
intermediate goods and capital goods industries have 
not received sufficient encouragement, except in a few 
countries including India. This has militated against 
the building up of a more integrated industrial 
structure. The effects of this type of industrialization 
on the balance of payments have also been generally 
unfavourable. Industrial development has not lessened 
dependence on imported supplies; though the com- 
position of imports has undergone substantial change, 
total import requirements have continued to rise over 
time. 


The industrial policies in the Second Develop- 
ment Decade should seek to achieve a more integrated 
and efficient industrial structure. In view of the 
foreign exchange difficulty, it will not be possible, 
for most countries, to bring about the needed read- 
justments by following a more open-ended import 
policy. Foreign competition can induce greater 
allocative efficiency, but, for this to happen, it is 
necessary for a country to have sufficient external 
resources to cope with the impact of reduced import 
restrictions on the level of imports. Since the scope 
for this is highly limited in most countries, chief 
reliance for bringing about a more efficient industrial 
pattern has to be placed on government industrial 
licensing policies, import policies, tariff adjustments, 
fiscal policies and exchange rate policies. 


At the current stage of their development, import 
substitution will continue to figure as the major 
element in the industrial growth of a number of 
developing ECAFE countries. Care should be ex- 
ercised, however, to avoid the setting up of industries 
whose manufacturing costs are excessively high by 


45 The need to find export markets after a certain level of produc- 
tion has been reached should generally result in more attention bcing 
given to cost aspects, but a number of countries give liberal export 
subsidies which dilute the influence of this factor. 


international standards. Such industries place a great 
burden on the consumers and are also unable to 
export their products without unduly high subsidies 
which involve further costs for the community. An 
attempt should be made to evolve an industrial 
structure which really improves the balance of pay- 
ments and promotes self-reliance. The capacity of an 
industry to bring about a net saving in foreign 
exchange and to augment foreign exchange earnings 
should be an important guiding principle in the 
selection of industries and choice of priorities. 


The industrial policies should also seek to avoid 
the emergence of significant excess capacity in 
industry and try to ensure an optimum utilization 
of existing capacity. According to available evidence. 
the industrial sector in a number of developing 
ECAFE countries is characterized by substantial 
unutilized capacity.*® Industrial development exerts 
the maximum beneficial effect on production and 
employment only when installed capacity is used 
reasonably well. While full utilization of industrial 
capacity is not easy to ensure, and the level of 
capacity utilization is bound to fluctuate from period 
to period on account of a number of factors including 
foreign exchange shortage, it should be possible by 
careful planning to reduce the degree of under-utiliza- 
tion and thereby promote greater allocative efficiency. 


Countries differ widely in respect of resource 
endowment and other economic and social characteris- 
tics, and some degree of specialization is necessary 
for efficient industrial growth. However, conditions 
for specialization have not been particularly favour- 
able so far. The import of manufactured goods from 
developing countries is subject to a number of tariff 
and non-tariff restrictions in developed countries; this 
narrows the scope for specialization. Trade liberal- 
ization on a regional and subregional basis could 
promote a degree of beneficial specialization, but 
progress in this respect was disappointing in the First 
Development Decade. Mutual efforts should be made 
by the developing ECAFE countries to promote freer 
trade on a regional and subregional basis in the 
Second Development Decade. The need for greater 
economic co-operation is particularly acute among 
countries of relatively small size where smallness of 
the domestic market acts as a severe constraint on 
rapid industrial progress. Trade liberalization and 
joint industrial planning can help a great deal in 
improving productive efficiency in the developing 
ECAFE countries by promoting greater specialization 
and more economical use of scarce resources. 


46 For some data relating to India, Indonesia, Philippines and Re- 
public of Korea, see ECAFE, “Industrial Growth Prospects and Policies 
for the Second Development Decade” (E/CN.11/I&NR/L.91), p. 28. 
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Domestic resource mobilization 


An increase in the marginal rate of saving will 
be crucial in most developing ECAFE countries for 
the average level of savings and capital formation 
to rise fast enough to achieve the target growth rate. 
Additional resources will be needed to accelerate 
progress in the social sectors. In fact, in the short 
run, capital requirements for achieving a_ target 
growth rate may be larger, the greater the emphasis 
on social sectors. This underlines the need for a 
considerable sirengthening of the resource mobiliza- 
tion effort. 


While seeking to mobilize additional resources, 
a distinction must be made between inflationary and 
non-inflationary means of resource mobilization. 
Deficit financing, as well as credit creation in the 
private sector, if they exceed “safe” limits,** inevitably 
lead to inflationary consequences. While this may, in 
certain conditions, raise the level of capital formation 
in the short run, its regressive income redistributive 
effects will run counter to the policy of reducing 
income inequalities and promoting greater social 
stability. In the longer run, the effects of inflation- 
ary finance on capital formation itself are far from 
favourable. Similarly, if an attempt is made to 
finance the large social sector expenditures through, 
excessive resort to deficit financing or credit creation, 
resulting in a sharp increase in prices and cost of 
living, the over-all effects on the standard of living 
of the people may be harmful rather than beneficial. 
A survey of the trends in the financing of publi¢ 
sector expenditures in the developing ECAFE coun- 
tries in the 1960s shows that, in quite a few cases, 
government borrowing from the banking system was 
excessive.*® To achieve the social objectives of 
development, it will be necessary to reduce dependence 
on the banking system and to contain credit creation, 
in both the public and private sectors, within safe 
limits. This will necessitate a correspondingly greater 
effort to mobilize resources through non-inflationary 
means. 


A good deal of investment in developing countries 
is self-financed. ‘This is particularly true of the rural 
areas. Measures to encourage savings in such cases 
are synonymous with measures to stimulate invest- 
ment. Redistribution of land ownership, reform of 
the land tenure systems and creation of conditions 
favourable to the spread of improved agricultural 
practices, which strengthen the incentive of the peasant 
to invest in land improvement, are also likely to 


47 For a discussion of methods to determine the “safe” limits of 
deficit financing, see ‘Findings of the Seminar on Problems of Econo- 
mic Development: Financing Public Sector Investment”, Economic 
Bulletin for Asia and the Far East, September 1968, pp. 5-6. 

48 ECAFE, “Pattern of Financing Public Sector Investment in the 
ECAFE Region — A General Survey”, Economic Bulletin for Asia and 
the Far East, September 1968. 
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encourage saving. Similarly, self-investment in the 
business and corporate sector can be promoted 
through appropriate government policy measures. 
Apart from self-investment, there are two fundamental 
ways of mobilizing resources — budgetary surpluses 
and the channelling of private savings to development- 
oriented financial institutions. Budgetary surpluses 
will have to play a much more important role in 
domestic resource mobilization in the developing 
ECAFE countries during the Second Development 
Decade on account of the clearly discernible rising 
trend in the ratio of public investment to total invest- 
ment and GNP, and the expected rise in social sector 
expenditures. With rising per capita income, shrink- 
age of the subsistence sector and greater diversifica- 
tion of the economies in the ECAFE region, particular 
attention will also have to be given to the development 
of financial institutions to streamline and accelerate 
the process of resource mobilization. 


The volume of government savings is determined 
by the trends in the current expenditure of the 
government and revenue receipts. Government re- 
venues have recorded an appreciable rise both in 
absolute terms and in relation to GNP in a number 
of developing ECAFE countries in recent years, but 
current government expenditures have risen even 
faster, with the result that they have been unable to 


‘channel increasing resources to public investment.*® 


While all possibilities of reducing unnecessary non- 

development expenditure should be explored, it is 
doubtful whether much increase in savings can accrue 

from this source. In fact, the rising trend in current 

government expenditures is likely to accentuate on 

account of the rising demand for public services and 
recurrent expenditure arising out of completed de-— 
velopment projects. A major effort will therefore be 

needed to increase government revenues during the 
Second Development Decade. Taxation being the 
largest component of revenue receipts, a heavy onus 
for mobilizing resources rests on tax policies. The 

tax measures to increase government revenues will — 
vary from country to country, but the general areas 
where action is needed are quite apparent. In most 
developing ECAFE countries, while revenues from 

indirect taxation have recorded a substantial rise, 
direct taxes have failed to show the same buoyancy. 

The reasons for the sluggish growth of revenue from 
direct taxes have been identified as “high exemption — 
limits, the high degree of evasion in upper-income- 
groups, a low rate-structure applicable to the middle- 
income ranges, revenue loss from tax incentives 
provided in preferred areas of activity, and the 
relative inefficiency in administration”.°° Removal of 
these deficiencies would serve the dual purpose of 
generating more resources for development and 


49 Ibid., pp. 13-17. 
5° Cf., “Findings of the Seminar on Problems of Economic Deve 
lopment: Financing Public Sector Investment”, op. cit., p. 3. 
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promoting a more equitable pattern of income dis- 
tribution. 


Apart from improving the yield from the existing 
direct taxes, other possibilities of raising revenues 
should also be carefully explored. In developing 
countries, the proportion of total income generated 
in agriculture is relatively high. However, the con- 
tribution it makes to general revenues is very small. 
Farm incomes have risen considerably with the recent 
breakthrough in agriculture in several developing 
ECAFE countries, and an attempt should be made to 
mobilize a part of these incomes through suitable 
tax devices. Wealth, inheritance and gift taxes also 
need to be given more prominence in the tax systems 
of developing ECAFE countries. It is also necessary 
to improve the efficiency of public enterprises. In 
most countries, considerable sums of money have been 
invested in public enterprises but the return is very 
poor; in several cases they have not been able to 
meet even their operating expenses. Streamlining of 
public enterprises and improvement in their opera- 
tional efficiency should help significantly in raising 
yovernment revenue receipts. 


Borrowing from the non-bank private sector is 
another method of resource mobilization which can 
be used for augmenting public sector resources for 
development. In almost all the developing ECAFE 
countries, the Governments provide a number of 
savings media for mobilizing private savings, but the 
share of gross domestic savings mobilized through 
hese means is not yet appreciable. Organizational 
mprovements in the administration of various savings 
schemes and extension in their coverage could be 
sxpected to increase resource availability from these 
sources. Another step worth considering is to link 
yovernment borrowing with local development pro- 
ects, particularly in rural areas, to increase the 
ncentive of residents of particular areas and regions 
o subscribe to government loans. 


The development of an appropriate set of financial 
nstitutions is also necessary for increased domestic 
‘esource mobilization. There has been impressive 
orogress in a number of developing ECAFE countries 
n the setting up of commercial banks, insurance com- 
yanies, investment corporations, co-operative financing 
nstitutions and stock exchanges. Financial inter- 
mediation by these institutions provides the vital 
market mechanism for the transference of resources 
‘rom savers to investors. Continued attention should 
ve given to the strengthening of these institutions in 
uccordance with each country’s social structure and 
evel of development. The maintenance of an unduly 
ow interest rates structure in the organized money 

rket of several countries of the ECAFE region is 
ally a handicap in the way of additional resource 
obilization, and consideration should be given to 
aising the yield on various types of financial assets. 


Export expansion 


The desired acceleration in the rate of economic 
growth in developing ECAFE countries will materialize 
only if there is adequate foreign exchange to carry 
through the planned development programmes. Apart 
from increased flow of foreign assistance, which is 
discussed later, increase in foreign exchange earnings 
is the only way in which the import requirements 
of development can be met. Merchandise exports 
account for about 80 per cent of total foreign 
exchange receipts of less developed countries. A 
number of studies point towards the close relationship 
between a country’s export performance and its rate 
of growth.®! The export performance of a country 
is governed by a number of factors on the demand 
and supply sides. The important factors on the 
demand side are the growth in the world economy 
in general, the income and price elasticities of demand 
for the various commodities exported by individual 
countries and the commercial policies followed by 
other countries. The difficulties in the way of export 
expansion of developing countries which arise from 
the predominance of agricultural products in their 
commodity structure were touched upon in an earlier 
section of this chapter, as were the obstacles arising 
from some of the commercial policies being pursued 
by developed countries. Other determinants of export 
performance lie within the control of the developing 
countries themselves. It is on these factors, which 
operate mainly on the supply side, that developing 
countries need to take appropriate policy action. 


Promotion of exports requires measures on a 
broad front. In the first instance, it is necessary to 
increase the production of commodities whose export 
growth is handicapped by insuflicient local production 
rather than world demand. Other measures which 
can help expand exports are (a) improvement in 
quality and reduction in the cost of production (5) 
development of new export markets and (c) a relative 
shift towards the production and export of those 
commodities for which the world demand is expected 
to grow at a faster pace in the future. Maintenance 
of a reasonable degree of monetary stability is also 
essential for the growth of exports because excessive 
internal demand tends to reduce exportable surplus 
and also affects the international competitiveness of 
exports by raising domestic costs and prices. It 
seems that these aspects have received insufficient 
attention and that export promotion has mainly relied 
on various measures of export subsidization. While 
export subsidization has a justifiable place in export 
promotion measures in less developed countries, it 
should not lead to the neglect of other basic factors 


51 See, for example, Emery, Robert F., “The Relation of Exports 
and Economic Growth”, Kyklos, Vol. XX, 1967, pp. 470-486 and 
“Economic Growth, Trade and the Balance of Payments in the Deve- 
loping Countries 1960-65” (IBRD, Staff Paper, 1968). 
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which crucially determine a country’s export perform- 
ance in the longer run. 


The basic justification of export subsidization 
measures in developing countries lies in the need for 
diversifying their export trade and the inability of 
the current exchange rates to provide sufficient en- 
couragement for the export of manufactured goods. 
Some countries have employed the system of direct 
subsidies to stimulate exports of selected industries. 
More common, however, are indirect methods of 
export subsidization, such as tax exemption of income 
earned from exports, concessional freight rates, and 
refund of import duty and sales tax etc. on raw 
materials used in the production of goods meant for 
export. A multiple exchange rate system is perhaps 
the easiest way of promoting exports, but it has to 
be operated with great care if the risk of misallocation 
of resources is to be avoided. The greatest need is 
to keep all the export subsidization measures under 
constant review and to ensure their mutual consistency 
as well as their consistency with the broader over-all 
objectives of economic policy. 


Regional co-operation 


Some of the problems with which developing 
ECAFE countries are faced could be alleviated, to a 
large extent, by greater regional and subregional 
co-operation. Measures of trade liberalization, com- 
modity agreements and harmonization of development 
plans have the potentiality of appreciably aiding the 
development effort of individual countries by over- 
coming the problem of smallness of domestic markets, 
and increasing productive efficiency by permitting 
greater specialization and achievement of economies 
of scale. The need for greater economic co-operation 
is particularly acute among countries of a relatively 
smaller economic size. There is sufficient scope 
among the developing ECAFE countries for fruitful 
co-operation in many fields. The Third Ministerial 
Conference for Asian Economic Co-operation, held at 
Bangkok in December 1968, defined a strategy for 
integrated regional co-operation. Treating trade ex- 
pansion as an end-product as well as an instrument 
of economic growth. and social development, the 
strategy emphasized the importance of working out 
inter-dependent sectoral action programmes contribu- 
ting directly to the over-all objectives of regional 
co-operation. Since then substantial progress has 
been made in evolving programmes for trade and 
monetary co-operation. The Fourth Meeting of the 
Council of Ministers for Asian Economic Co-opera- 
tion, held at Kabul in December 1970, reviewed the 
progress and adopted the Kabul Declaration on Asian 
Economic Co-operation and Development. In regard 
to trade and monetary co-operation, the Kabul De- 
claration decided to establish a preparatory committee 
for examination and negotiation for an Asian clearing 


union, and intergovernmental committees for examina- 
tion and further action in relation to the regional 
trade expansion programme and for the establishment 
of an Asian reserve bank. 


It is encouraging that, although countries of the 
region as a whole have not yet entered into any 
comprehensive agreements for economic co-operation, 
concrete beginnings have been made in arrangements 
of different types. In September 1969, the six major 
coconut-producing countries of the region, namely 
Ceylon, India, Indonesia, Malaysia, the Philippines 
and Thailand, established an Asian Coconut Com- 
munity for the purpose of promoting and co-ordinating 
all activities of the coconut industry in the region. 
A similar, though more limited agreement was arrived 
at between India and Ceylon in regard to tea and it 
has been decided in principle to set up an Indo-Ceylon 
Tea Consortium to collaborate in blending, packaging 
and selling tea in overseas markets, with a view to 
increasing the over-all exports of Indian and Ceylonese 
teas and ensuring a fair return to tea growers in 
both countries. The possibilities of concluding simi- 
lar agreements in respect of other commodities, such 
as rice and rubber, are being studied. Another recent 
initiative of importance in this direction has been 
the decision of Indonesia, India and Malaysia to set 
up a Pepper Community. The subregional Associa- 
tion of South East Asian Nations (ASEAN) consisting 
of Malaysia, the Philippines, Thailand, Indonesia and 
Singapore, which was set up in 1967, is exploring 
possibilities of fruitful co-operation in various fields. 
The subregional grouping of Iran, Pakistan and 
Turkey, known as the Regional Co-operation for 
Development (RCD), which was formed in 1964, is 
reported to have made considerable headway in 
respect of working out the details of a number of © 
joint industrial ventures approved for implementation — 
on the basis of joint equity participation and pro- 
duction sharing. In the sphere of trade, an agreement 
on multilateral payments, involving credit limits of 
up to US$2 million, was signed in April 1967, and the 
question of removing or relaxing trade barriers is 
under study. Pakistan is also collaborating with 
Indonesia under an agreement known as Indonesia- 
Pakistan Economic and Cultural Co-operation (IPECC) 
which. envisages the setting up of a number of joint 
ventures. A Trade Expansion and Economic Co- 
operation Agreement, concluded by India, the United 
Arab Republic and Yugoslavia in 1967, envisages 
special tariff concessions on goods specified in a 
“common list”, Apart from trade, the Agreement 
also envisages co-operation in industrial and other 
projects. 


ae 


It will be seen that a good beginning has b 
made in multinational co-operation in the economic 
sphere in the developing ECAFE region through su 
channels as agreed specialization and harmonizatio1 
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f investment and production programmes, trade 
beralization on a selective basis and payments 
rrangements. So far, the trend has been in favour 
f subregional groupings involving countries inside 
s well as outside the ECAFE region. Historical, 
ultural and political links have played a part in the 
yolution of subregional arrangements. The main 
sason for the slow progress in working out coopera- 
ve arrangements for the region as a whole lies in 
1e unevenness of the countries in respect of their 
egree of development, and the related apprehension 
yat schemes of regional cooperation might confer 
nequal benefits on some countries. However, with 
ppropriate safeguards, regional cooperation arrange- 
ents can be worked out to the satisfaction of all 
oncerned. In fact, after almost a decade of con- 
nuous discussions and exchange of, opinions, a 
umber of issues have been clarified and the stage 
as been set for active and fruitful economic coopera- 
on among the countries of the ECAFE region in 
1e Second Development Decade. 


iternational trade policies 


While discussing the “feasible” growth rates for 
ifferent countries in the developing ECAFE region 
uring the Second Development Decade, it was pointed 
ut that most of them are faced with a dominant 
trade gap” in the sense that even their domestic 
ssource mobilization effort will fail and their develop- 
lent potential be frustrated unless adequate foreign 
«change is available through exports or inflow of 
reign assistance to enable them to import the needed 
ivestments goods which cannot be produced do- 
estically. The measures that should be taken by 
Bcloping ECAFE countries to expand their export 
unings have already been discussed. However, their 
aes in achieving a higher level of export earnings 
ill also be largely conditioned by the commercial 
olicies of the developed countries. While appraising 
ie development experience of the First Development 
cade, it was pointed out that a faster expansion 
' the export earnings of developing countries was 
peded by various tariff and non-tariff restrictions 
the imports from these countries in developed 
untries. Unless there is a significant change in the 
mmercial policies of the developed countries, the 
veloping countries will not be able to realise their 
Il development potential, even in the Second De- 
lopment Decade. 


Increased access to the markets of developed 
untries is crucial for the export expansion of 
veloping countries. There is need for the greatest 
ssible lowering of barriers over the broadest 
sible front. Action in this respect should encom- 
both primary products and manufactured goods. 
would enable developing countries to earn more 
gn exchange from their traditional exports while 


the process of industrialization is under way, and 
also accelerate their industrialization by enlarging the 
markets for their industrial products in developed 
countries. As regards primary products, developed 
countries should undertake a gradual reduction of 
protection for the domestic producers of these pro- 
ducts and their synthetic substitutes, and eliminate 
excessive consumption taxes on imported primary 
products. Where a primary commodity is also the 
raw material of a processing industry, and both the 
primary and processed forms are subject to tariff or 
non-tariff trade barriers, a reduction’ in trade barriers 
on the primary commodity should be accompanied 
by an appropriate reduction in the tariff or non-tariff 
barriers on the processed forms so as to prevent an 
increase in the effective rate of protection at the 
processing stages. As regards manufactures in gene- 
ral, the existing forms of special protection which 
disc:-minate against imports from developing coun- 
tries should be eliminated. At present, a substantial 
proportion of manufactured exports from developing 
countries is subject to quota restrictions in developed 
countries. Jn addition, the existing tariff structures 
in developed countries discriminate against imports 
of manufactures and semi-manufactures from develop- 
ing countries, as tariff levels are usually higher on 
labour-intensive manufactures in which developing 
countries have a comparative advantage. It is vital 
that these tariff and non-tariff barriers to the trade 
of the developing countries should be abolished as 
early as possible. To promote the exports of develop- 
ing countries, the idea of generalized, non-reciprocal 
tariff preferences for manufactures from developing 
countries was unanimously endorsed hy all parties at 
the second UNCTAD session in 1968. The UNCTAD 
Special Committee on Preferences has formulated a 
scheme of preferences, and, if, as is expected, it goes 
into effect at the beginning of the Second Development 
Decade, it will represent ‘a real landmark in inter- 
national co-operative endeavour. 


The centrally-planned economies can also help 
a great deal in enlarging the export markets for 
developing countries. The trade between developing 
countries and centrally-planned economies has grown 
at a fast pace in recent years; during 1955-965, the 
rate of increase in exports from the developing 
countries to the centrally-planned economies was 
about three times as high as that of total developing 
country exports.°” However, since the total volume 
of trade among them is still very small there is room 
for considerable expansion. At the second session 
of UNCTAD, centrally-planned economies agreed to 
take a number of measures to help expand the exports 
of developing countries; action along these lines 
should be continued. It is encouraging that, in the 
UNCTAD Special Committee on Preferences, socialist 


52 Cf., United Nations, World Economic Survey, 1967, Part I, 
pp. 125-126. 
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countries of Eastern Europe reaffirmed their support 
for the introduction of a general system of preferences 
applicable to imports from all developing countries. 


The establishment of a general system of pre- 
ferences in favour of exports by developing countries 
of manufactured and semi-manufactured products 
would help in achieving an international division of 
labour in harmony with the needs and interests of 
developing countries as a whole. There was a broad 
consensus at the second session of UNCTAD that the 
problem of restructuring the existing international 
division of labour was of fundamental importance.®* 
This would need action whereby the more advanced 
countries would tend to concentrate their resources 
more on new products of a research-intensive or 
high-technology character, while the developing coun- 
tries would be enabled to get an increasing share 
of the world market for those manufactures. in the 
production of which they have an advantage. Some 
industrialized countries would no doubt face certain 
short-run problems of adjustment in this process, but, 
as a recent study by the International Labour Office 
observed on the basis of empirical research “such 
structural employment problems as may arise from 
increased import competition from developing coun- 
tries seem far more manageable than the employment 
problems presented by rising labour productivity 
resulting from technological progress”.°4 A similar 
view has been expressed in the Report of the Com- 
mission on International Development headed by Mr. 
Lester B. Pearson.*® The economic progress of the 
developing countries will be considerably accelerated 
if a world-wide reallocation of productive capacity on 
this basis takes place. 


Apart from improving market access to exports 
of developing countries and fostering a more rational 
international division of labour, concerted interna- 
tional action is also required to bring about greater 
stability in world market prices of primary com- 
modities which are presently subject to considerable 
fluctuations from year to year. Efforts to achieve a 
degree of market stabilization by means of inter- 
national commodity agreements have already borne 
fruit in the case of a few items, namely coffee, tin, 
wheat, sugar and olive oil. The possibility of con- 
cluding similar agreements in the case of other 
commodities should be actively explored. At the 
same time, an attempt should be made to improve 
the working of international commodity agreements 
in the light of the actual working of these agreements 


53 United Nations, Proceedings of the Unitel Nations Conference on 
Trade and Development, Second Session, Volume I, Report and An- 
nexes, 1968, p. 344. 

54 “Some Labour Implications of Increased Participation of Deve- 
loping Countries in Trade in Manufactures and Semi-Manufactures” 
published in Proceedings of United Nations Conference on Trade and 
Development, Volume Ill, p. 155. 

55 Op. cit., p. 91. 


Part Two. Current Economic Developments 


to date.°® Buffer stock operations hold good promise 
for reducing short-term instability in the prices of 
certain primary products but have been rarely used 
so far, due primarily to lack of adequate financing 
arrangements. A report by the UNCTAD secretariat 
to the second session of the Conference specified a 
number of commodities, representing about one 
quarter of the commodity exports of developing 
countries (excluding petroleum and commodities 
covered by existing agreements) for which market 
stabilization by means of buffer stocks appeared to 
be both desirable and practicable.57 The financial 
implications of buffer stock operations have been 
examined in a recent study on stabilization of prices 
of primary products jointly undertaken by the Inter- 
national Monetary Fund and the World Bank.®® The 
Fund has expressed its willingness to provide tem- 
porary financial assistance to member countries which 
have a “balance of payments need” to facilitate their 
participation in international buffer stock schemes. 
The World Bank Group has also undertaken to extend 
loans and credits to member countries in “appropriate 
circumstances” to finance storage facilities for the 
holding of commodity stocks. The Fund and the 
Bank might have to play a much more active role 
in the financing of buffer stock operations if such 
schemes are to make any significant headway. In 
the me&ntime, the Compensatory Financing Scheme 
of the International Monetary Fund, which provides” 
medium-term assistance to member countries to meet 
temporary balance-of-payments difficulties arising from 
undue fluctuations in export earnings, should be 


‘reviewed to see whether it can be further liberalized 


and made more helpful.®® Action is also overdue on 
the IBRD staff report “Supplementary Financial - 
Measures” ( prepared i in response to a recommendation 
of the first session of UNCTAD in 1964) whichil 
proposes organization of special financial foal to 
save the development programmes of developing 
countries from disruption on account of unforeseen 
shortfalls in their export earnings. 1 


The problems of the least developed of thal 
developing countries and of those which are land | 
locked deserve special attention. It has generally 
been agreed that, so far as is possible within ' 
scheme of general preferences, special provisions — 
should be made for the least developed developing 


58 For a critical evaluation of the post war experience in the work- 
ing of international commodity agreements, see UNCTAD secretariat 
study “The Development of an International Commodity Poli 
published in Proceedings of the United Nations Conference on Trade 
and Development, Second Session, op. cit., Vol. II, pp. 13-24. 

57 Ibid., pp. 25-32. 

58 The Problem of Stabilization of Prices of Primary Products, 
Joint Staff Study, op. cit., pp. 69-73 7 

59 For a discussion on this subject see the UNCTAD secretariat’ 
note “Progress Report on Compensatory Financing of Export Fluctu 
tions”, published in the Proceedings of the United Nations Confere 
on Trade and Development, Second Session, Vol. IV, pp. 220-223. 
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countries.’ It has also generally been accepted that, 
in addition to preferences, the basic requirements of 
the least developed developing countries are the need 
for financial and technical assistance and the need to 
create regional markets to provide a more economic 
basis for domestic industry production; in this respect 
it is agreed that all possible assistance should be 
given to these countries.*1 The main problems of 
land locked countries relate to their transit trade, 
difficulties in bulk transactions, high transport costs 
and other invisible costs adversely affecting their 
competitive position. In the ECAFE region, the three 
land locked countries of Afghanistan, Laos and Nepal 
also happen to be among the least developed of the 
developing countries in the region. The Convention 
on Transit Trade of Land-locked States, adopted by 
the United Nations in 1965, established principles for 
reaching agreements between the land locked coun- 
tries and the transit countries. Proper observance of 
these principles should go a long way in alleviating 
the problems of land locked countries and promoting 
their faster growth. 


External assistance and capital flows 


An increase in the net flow of external assistance 
to developing countries will be crucial for the 
achievement of the targets of the Second Development 
Decade. According to a number of studies, the 
attainment of the 6 per cent growth target in the 
1970s will necessitate net resource transfers from 
developed to developing countries of an amount 
roughly equivalent to 1 per cent of the combined GNP 
of developed countries. According to provisional 
estimates, the actual net resource flows from the 
sixteen member countries of the OECD Development 
Assistance Committee amounted to only 0.72 per cent 
of their GNP in 1969. 


The countries of the ECAFE region stand in 
special need of an early acceleration in the flow of 
foreign assistance. In the closing years of the First 
Development Decade, the balance-of-payments pro- 
blems of food-deficit countries in the region were 
greatly relieved by the agricultural breakthrough. 
Some of the countries were also able to maintain the 
growth momentum by better utilization of industrial 
‘capacity which previously could not be fully used 
because of shortage of imported inputs, caused in 
turn by the need to give greater priority to food 
imports. These countries will need a greater flow of 
foreign assistance to improve their growth perform- 
ance in the Second Development Decade. The need 
for foreign assistance will also be greater in those 
countries where the level of foreign military expendi- 


69 See the UNCTAD secretariat report “The Question of the Grant- 
ing and Extension of Preferences in Favour of Developing Countries” 
in the Proceedings of the United Nations Conference on Trade and 
Development, Second Session, p. 6. 

81 Ibid. 


tures and procurements has begun to decline as a 
result of the United States policy of disengagement 
in southeast Asia. Moreover, Asia is both the largest 
and the poorest region in the world and a “big push” 
by way of external assistance is needed to bring 
about a perceptible improvement in living standards. 


Apart from the quantum of foreign assistance, 
the quality of aid programmes should be progressively 
improved. The average terms on which official assis- 
tance has been made available in recent years have 
tended to harden. aggravating the balance-of-payments 
problems of developing countries. To increase the 
effectiveness of aid in promoting faster growth in 
developing countries during the Second Development 
Decade, it is not only necessary for gross transfers 
to be large enough to assure an adequate net inflow 
of new resources but also for the terms on which 
these resources are provided to be such that undue 
problems of debt management will not be incurred. 
The recommendations made by the OECD Develop- 
ment Advisory Committee in February 1969 in regard 
to the softening of the terms of foreign assistance 
provide a good guideline for the purpose.®? Apart 
from increasing the “concessionary element” in 
foreign assistance, as recommended by DAC, there 
is need for progressive untying of foreign aid. Till 
such time as a country is unable to completely untie 
its aid, it would be helpful if repayments are also 
tied to specific exports from the borrowing country. 


The foreign assistance channelled to developing 
countries through multilateral institutions should also 
be expanded to the maximum extent possible. In 
this connexion, forging of some kind of a link between 
the newly created Special Drawing Right in the 
International Monetary Fund and development assis- 
tance can be of significant help.** The role of the 
International Development Association, the subsidiary 
of the World Bank which lends funds at concessional 
terms, should be considerably expanded, and measures 
taken to assure a more regular flow of capital to it 
rather than continue with the present system of ad 
hoc replenishments of its resources. The World Bank 
is currently engaged in a dynamic programme of 
augmenting its lending operations, but the rise in 
its lending rates, occasioned by the rise in the interest 
rates in world capital markets from which it draws 
a good part of its funds, is proving onerous for the 
developing countries. In this connexion, the recom- 
mendation of the Pearson Commission that developed 
countries should commit the equivalent of one-half or 
more of the interest payments due to them on official 


62 “Supplement to the 1965 Recommendation on Financial Terms 
and Conditions Adopted by the DAC on 12 February 1969”, Develop- 
ment Assistance, 1969 Review (OECD, 1969), pp. 267-270. 

63 For a powerful case in favour of such a link, see UNCTAD, 
International Monetary Reform and Co-operation for Development: 
Report of the Expert Group on International Monetary Issues, 1969. 
Such a link has also been favoured by the Pearson Committee; see 
pp. 225-226 of its Report. 


136 


bilateral loans from developing countries to subsidize 
-the interest rates on some World Bank lending 
deserves earnest consideration. 


The centrally-planned economies should also 
endeavour to expand the scale of their assistance to 
developing countries in the Second Development 
Decade. At present, the financial assistance of the 
countries of Eastern Europe to less developed coun- 
tries amounts to about one tenth of 1 per cent of 
their GNP, and their aid is largely focused on a 
relatively small number of countries. The centrally- 
planned economies provide almost all their aid in the 
form of credits usable only in the donor country, 
but the redeeming feature is that they also allow 
repayments in the form of specific exports by the 
borrowing country. Obviously there is room for 
considerable expansion in resource flows from the 
centrally-planned economies to developing countries, 
and larger assistance by them can play a significant 
role in expanding the over-all availability of resources 
for development in the Second Development Decade. 


Apart from official assistance, there is a need to 
stimulate the flow of private capital to developing 
countries. The net inflow of private capital to the 
developing ECAFE countries has been rather small 
so far. While the developing countries should take 
all steps consistent with the preservation of their 
legitimate national objectives to identify and remove 
disincentives to foreign private investment, developed 
countries should strengthen their investment incentive 
schemes, such as guarantees against commercial risks 
and special provisions for lower taxes on foreign 
investment income. A good part of private capital 
inflow in recent years has taken the form of suppliers’ 
credits, but the terms on which these credits have 
been provided are extremely onerous and_ have 
aggravated the balance-of-payments problems of de- 
veloping countries. The developing countries usually 
resort to this type of finance because of the in- 
sufficiency of external finance on better terms. 
Greater flow of foreign assistance through official 
channels and increased direct foreign private invest- 
ment can help reduce dependence on suppliers’ credit 
and minimize the pressure on the balance of payments 
of developing countries. 


The acceleration in the flow of external resources 
to developing countries that is needed during the 
Second Development Decade will only materialize if 
there is a political will for it. It is unfortunate, as 
the Pearson Commission has pointed out, that inter- 
national support for development seems to be flagging 
at a time when many of the developing countries 
have shown themselves capable of mounting a major 
development effort. The Secretary-General of the 
United Nations observed recently that “The truth is 
that now, for the first time, a number of less developed 
countries are able to change and grow at a rate 
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faster than the advanced countries are prepared to 
support.”°4 There are, no doubt, certain difficulties 
in the way of a substantial increase in aid levels by 
some major donor couniries, but, given the will, ways 
can be found to overcome them and meet the challenge 
of the Second Development Decade. It was estimated 
by the Pearson Commission that meeting the 1 per 
cent target of foreign aid by 1975 would require no 
donor country to add to its then contribution more 
than 4 per cent of the expected annual increase in 
its gross national product. This is not an impossible 
target, and, given the necessary effort, should be 
realizable even before 1975. 


Policy co-ordination and progress evaluation 


For the success of the Second Development 
Decade, it is vital that there should be an effective 
machinery for policy co-ordination and periodic 
progress evaluation. As mentioned in chapter II 
above, the General Assembly resolution on the Second 
United Nations Development Decade emphasized the 
need for systematic scrutiny of the progress being 
made towards achieving the goals and objectives 
of the decade. The Second Development Decade 
should be a decade of implementation and vigorous, 
concerted policy action on the part of both the 
developed and developing countries. As the General 
Assembly resolution points out: “economic and social 
progress is the common and shared responsibility of 
the entire international community”. To give con- 
crete shape to this idea it is necessary to forge an 
eflective international partnership whereby the efforts 
of both the developing and developed countries are 
united on a firm basis of definite commitment and 
implementation. 


The first step in effective policy co-ordination 
consists of objective evaluation of the emerging 
trends. There are already a number of agencies 
which appraise progress in different fields on a more 
or less continuing basis. The Economic and Social 
Council, the regional economic commissions, other 
specialized and functional organizations of the United 
Nations, the World Bank, IMF, the Development 
Assistance Committee of OECD, the Consortia and 
Consultative groups all make periodic assessments of 
the progress and problems of developing countries. 
These reviews should be of great benefit in over-all 
appraisal of the progress being made in achieving 
the objectives and targets of the Second Development 
Decade. A sharper focus could perhaps be given to 
the review of current developments by devising and 
using certain standardized performance criteria; this 
would also facilitate greater co-ordination amongst 
various agencies. 


®4 The “Keynote address” at the seminar on the Second Develop- 
ment Decade convened by the Institute on Man and Science, Rensse- 
laerville, New York, May 1969. 
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Undoubtedly, the main task of appraising de- 
velopment will have to be pursued at the national 
level at which goals are determined, policies formu- 
lated and programmes executed. However, as the 
Executive Secretary of ECAFE stressed in his report 
to the Commission at its twenty-sixth session, the 
goals of economic development are intimately linked 
and often the programmes made to attain one or 
other of them have inevitable consequences on several 
other countries. The extent to which the countries 
in the region share the same problems emphasizes 


the great value of carrying out appraisals on a 


regional basis. By this means, detailed kiuowledge 
can be brought to bear upon critical problems and 
policies, and regional co-operation greatly strengthen- 
ed. The international development strategy for the 
Second United Nations Development Decade, as 
adopted by the General Assembly, also calls for 
reviews and appraisals of the progress towards the 
goals and objectives of the decade at the regional 
level, and, for this, the regional commissions, in 
co-operation with the regional banks, have to assume 
the main responsibility. On 23 November 1970, the 
Second Committee adopted a resolution on the role 
of the regional commissions in the Second United 
Nations Development Decade. This resolution re- 
quests regional commissions to intensify their efforts 
in helping to promote trade expansion and economic 
co-operation on a regional, subregional and intrare- 
gional basis, and, in co-operation, where appropriate, 
with regional development banks and with assistance 
of other organizations of the United Nations, to make 
suitable arrangements for conducting regular apprai- 


sals and evaluations of progress in the implementation 
of the international development strategy for the 
Second Development Decade. It is also emphasized 
in the resolution that the regional commissions should 
be provided with adequate resources for fulfilling their 
role in the Second Development Decade. 


At its twenty-sixth session, the Commission 
adopted resolution 106 (XXVI) which requested the 
Executive Secretary to take action for conducting 
regular appraisals and evaluation of progress during 
the Second Development Decade. As a result of this 
resolution, an International Expert Group on Criteria, 
Machinery and a Detailed Scheme for Periodic Per- 
formance Evaluation during the Second Development 
Decade was convened in Bangkok from 11 to 19 
January 1971. Necessary action is being initiated in 
regard to performance evaluation in the light of the 
recommendation of this Expert Group. 


To achieve co-ordination at the global level, it 
will be necessary to undertake a comprehensive 
exercise, at least biennially (as envisaged in the 
United Nations resolution on the Second Development 
Decade), to identify the bottlenecks, suggest remedial 
action and re-examine the international development 
strategy in the light of the actual situation. The 
appropriate forum for taking decisions on the policy 
issues which emerge from such appraisals will, of 
course, be the General Assembly of the United 
Nations, which, despite some current frustrations, is 
still the main hope of mankind for peace and pros- 
perity throughout the world. 
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Chapter Ii 


BROAD FEATURES OF DEVELOPMENT IN THE ECAFE REGION 
IN 1969/70 AND THEIR IMPLICATIONS FOR 1971 


It is customary to preface the individual country 
studies of the Survey with a general description of 
economic developments and of emerging policy issues 
within the region. However, because a detailed 
account of policy issues arising from the First United 
Nations Development Decade appears elsewhere in 
this Survey in “Problems and prospects of the ECAFE 
region in the Second Development Decade”, this 
section concentrates upon a description of recent 
economic developments and finally discusses only two 
or three policy issues which, although not peculiar 
to 1970 do emerge as important for 1971. 


THE INTERNATIONAL SITUATION IN 1969/70 
Introduction 


Before reviewing economic developments within 
the developing countries of the ECAFE region, some- 
thing needs be said about developments in the world 
economy. Because of their greater economic weight, 
the policies and performances of the main industrial 
countries significantly influence the tempo of economic 
growth in other countries. During 1969 and early 
1970, the world economy was characterized by strong 
inflationary pressures. The inflationary process de- 
veloped because of intense demand pressures which 
caused a marked expension in the level of world 
output and trade. In 1968, excess demand conditions 
in the United States fed the inflation, and, in 1969, 
when the rate of expansion of United States output 
and imports was sharply reduced as a result of tighter 
domestic policies, excess demand conditions appeared 
in Europe and Japan. 


The effect of this expansion in activity in the 
industrial countries, including the USSR, made for 
record rates of growth in the output and trade of 
primary producing countries in 1968, 1969 and early 
1970, although the higher cost and reduced avail- 
ability of international credit brought offsetting and 
adverse balance of payments effects. 


Balance of payments and adjustment developments 


While the inflationary pressures in the world 
economy continued to build up during 1969, towards 
the end of the year there was some improvement in 
the prospects for satisfactory balance of payments 
adjustment. The first three quarters of 1969 were 
marked by uncertainty and large speculative capital 


flows as the international money markets reacted to 
the strength of the Deutsch mark and to the relative 
weakness of some other currencies. In the last 
quarter of the year, however, the international 
financial situation changed for the better as individual 
countries adopted appropriate policies, and as a result 
of the establishment of the Special Drawing Rights 
(SDRs) and the proposed expansion of quotas within 
the International Monetary Fund. Actions taken by 
individual countries which significantly improved the 
situation were measures taken to improve aggregate 
demand in the United Kingdom, the devaluation of 
the French franc and the revaluation of the Deutsch 
mark. Furthermore, although the United States re- 
mained in deficit on current account, its tight 
monetary policy caused interest rates to rise and 
attracted largé inflow of funds from the Eurodollar 
nrarket which was sufficient to leave the United States’ 
balance of payments situation in over-all surplus. 


But early 1970, while it saw prices continue to 
rise at an even greater rate than in 1969, also 
witnessed a deceleration in the rate of growth of 
output in industrial countries which involved an 
absolute but small fall in output in the United States 
and a slow-down in the rate of expansion in output 
in other countries. These effects were attributable to 
tighter domestic monetary and fiscal policies. As a 
result, the balance of payments position of France 
and the United Kingdom continued to improve, 
although the United States over-all balance of pay- 
ments position shifted noticeably into deficit as some 
easing of interest rates reduced the rate of inflow 
of capital. This last factor emphasizes the basic 
nature of the United States balance of payments 
problem which is that the usual current account 
surplus is not adequate to finance long-term capital 
outflow and government expenditures abroad. 


Output trends 


As Table II-2-1 indicates, output in the world 
economy in real terms increased by over 5.0 per cent 
between 1968 and 1969 and this despite a fall in 
the growth rate of the United States economy to 
below 3.0 per cent. In the USSR, preliminary 
estimates indicate a 7.6 per cent increase in real 
national income. Excluding the United States, the 
real rate of increase in GNP for developed and 
developing countries was approximately 7.0 per cent, 
and this was considerably in excess of the average 
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Table II-2-1. Growth of world trade and output, 1960-1969 


(in percentages) 


Weight Trend Change from preceding ysar 
1960-1969» 1967 1968 1969 
Exports 
| World® Value iro 8.5 5.0 12.0 14.5 
Volume 4 75 5.0 13.0 10.0 
United States and Canada Value 22.1 8.0 6.5 12.5 95 
Volume : 6.5 3.5 10.0 5.0 
Japan Value 4.0 15.5 7.0 24.0 23.5 
Volume é 16.0 3.2 24.0 18.0 
EEC countries . Value 27.7 10.0 6.5 14.5 18.5 
Volume 3 9.5 7.0 16.0 13.5 
EFTA countries’ . Value 164 7.0 2.0 8.0 15.0 
Volume 6.0 2.0 12.5 115 
Primary producing countries: more Value 66 8.5 7 ie’ 4.5 15.5 
developed areas® Volume 5 6.5 10.5 8.0 13.0 
Primary producing countries: Value 73.2 6.0 2.5 9.5 11.5 
developing areas® Volume ; 6.0 4.0 10.5 7.0 
GNP in volume 

World® ie. GOs 100.0 5.0 4.0 55 55 

Industrial and more developed primary producing 
countries ome 83.7 5.0 35 5.5 5.0 
Excluding United States 41.0 5,5 45 6.5 7.0 
Developing countries (including oil producers) 16.3 5.5 5.5 6.0 6.5 


Sources: 


Trade data: United Nations, Monthly Bulletin of Statistics, and International Financial Statistics; 


GNP data: United States Agency for International Development, Office of Program and Policy 


Coordination, Gross National Product. 


* Based on trade or gross national product in 1963. 
» Annual rate of change, derived by fitting annual data to an exponential trend function. 
© All countries except the CMEA countries, China (mainland), etc. 


4 Excluding Portugal. 


© Figures for developing primary producing countries are partly estimated. 


rate of growth of 5.5 per cent per annum attained 
individually by these two groups of countries over 
the course of the 1960s. Of special interest is the 
fact that in per capita terms in 1969 the rate of growth 
in real GNP of the developing nations was equal to 
that of the developed economies. This situation 
contrasts sharply with similar comparisons for other 
years of the 1960s. 


Following a slow-down in 1967, world exports 
increased dramatically in 1968 and 1969, although 
the rate of increase in the volume of exports declined 
in the latter year for the world economy considered 
as a whole and for North America, Japan and Europe 
considered separately. In value terms, however, the 
rate of expansion in world exports accelerated in 
1969. Only in the primary producing developed 
economies did the volume of exports expand, In 
developing economies, exports increased in value by 
9.5 per cent and 11.5 per cent respectively in 1968 

| and 1969. There was a fall in the rate of increase 
in the volume of these exports to 7.5 per cent. 


The inflationary process 


The inflationary boom of 1969 and early 1970 
had its origins in the slow-down of industrial activity 
in 1966-1967. In Europe, tight domestic monetary 
and fiscal policies eased the pressure on domestic 
resources, and, as a result, the expansion of economic 
activity which took place in 1968 merely used up 
excess capacity, and increases in prices and wages 
did not become clearly evident until 1969. In the 
United States, however, disinflationary policies adopt- 
ed in 1966/67 caused only a temporary check to 
demand expansion, and, in 1968, further increases 
in demand generated strong inflationary pressures. 
Despite the adoption of firmer monetary policies in 
1969 which terminated increases in real output by 
the end of the year, prices continued to rise. 
Similarly, the United Kingdom experienced rising 
prices, although the economy was operating at well 
below capacity output. Cost push factors which did 
not respond readily to adjustments in aggregate 
demand were responsible for the continued inflation 
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in the United Kingdom and the United States. These 
cost push factors were augmented in other industrial 
countries by burgeoning demand. As a result, in- 
dustrial countries considered as a whole experienced 
inflation in excess of 5.0 per cent between 1968 and 
1969, and this rate of inflation accelerated to 
approximately 6.0 per cent in the first half of 1970. 


Consequences for developing economies 


If the larger industrial countries are successful 
in checking the tendency for prices to rise rapidly, 
such success could cause a contraction in the rate 
of expansion of world output and trade. Already, 
in the first half of 1970, there was a modest decline 
in output in the United States and a marked reduction 
in the rate of growth of output in Germany. A 
slowing down of the rate of expansion of world trade 
(from the 14 per cent per annum registered between 
1968 and 1969) is indicated by the import trends 
of the industrial countries in the first half of 1970, 


Such a slow-down in the expansion rate of world 
trade would doubtless have an adverse effect on the 
exports of the developing countries and hence their 
growth performance. The stabilization measures in 
the developed countries need to take this into account 
and devise such measures as would have a minimum 
adverse impacts on the trade of the developing 
countries. 


ECONOMIC DEVELOPMENTS IN THE ECAFE 
REGION, 1969/70 f 


Gross national product 


While there were exceptions, the developing 
economies of the region, when considered as a whole, 
recorded impressive increases in the level of real 
gross national products in 1969. From preliminary 
evidence available. it is obvious that these increases 
continued in 1970. Increases in gross national pro- 
duct were, in China (Taiwan) and the Republic of 
Korea especially, a result of the rapid expansion of 
demand in the developed industrial nations and in 
the remainder of the region, the result of the con- 
tinued expansion of agricultural output. 


Rates of growth in gross national product for 
a number of selected developing countries in the 
ECAFE region are given in Table II-2-2. Several 
points are worth noting. First, although some of 
the estimates for 1970 are not yet to hand, it is 
evident that, in 1969 and 1970, most countries in the 
region either attained or exceeded, in some cases 
considerably, the 5.0 per cent rate of Srowth in gross 
national product set for the First Development Decade. 
This strong performance in 1969 and 1970 probably 
means that, over the First Development Decade, the 
region considered as a whole will exceed the 5.0 
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per cent target. Secondly, there is encouraging 
evidence that in India and Indonesia the long-term 
rate of growth in real gross national product is rising 
and will continue to rise. Pakistan is maintaining 
its growth momentum. Because of the large size of 
these economies, this is of particular importance in 
assessing the prospects for the region in the ensuing 
development decade. 


Thirdly, it should be noted that, in 1969, most 
of the countries achieved increases in real gross 
national product in excess of the targets laid down 
in their development plans (where these existed). In 
the Republic of Korea, in particular, the growth rate - 
of 15.9 per cent considerably exceeded the plan target 
of 10 per cent. 


The performance of some economies have not 
been included in Table II-2-1, either because data 
are not available for the 1960s as a whole or because 
more recent data are not yet to hand. In the 1960s, 
the Territory of Papua and New Guinea, which has 
not national income statistics, achieved an average 
real rate of growth of approximately 10 per cent in 
the monetary sector. When this is combined with 
the much lower real rate of growth of about 1.5 per 
cent in the subsistence sector, the economy as a whole 
can be seen to have grown in real terms at around 
5 to 6 per cent. In Afghanistan, the recorded 
growth rate of 2.9 per cent in 1969/70 was higher 
than the 2.0 per cent growth rates of the recent past. 


Table 1-2-2. Selected developing countries of the 
ECAFE region: Growth rates 


of gross national products at constant prices 


Annual averages Changes from the previous year 


Country —_ 

1960-1965 1965-1969 1968 1969 1970 
Geyloni Ga res 4 3.9 6.1 8.3 5.7 5:58 
China (Taiwan) . 10.1 99 10.1 8.7 n.a. 
India®* Aqsa eee SPS) 4.4 9.7 22 5.5% 
Indonesia . . . 1.8 3.5 6.9 6.3 na. 
ran™ ey, este 6.6 9.3 11.8 10.2 11.4 
Korea, Republic of . 6.8 12.8 13.3 15.9 oye 
Malaysia, West. . 5.9 6.9 5.8 9.0 n.a. 
Pakistan? . . . 5.5 6.0 7.8 5.0 5.8 
Philippines? .  . 5.6 6.3 6.2 6.5 5.0 
Thalgnd™ & ae Wes 9.1 9.1 9.4 5.4* 


Source: International Monetary Fund, Annual Report, 1970, 
p. 104; country reports included in this Survey; and 
various official publications. 

* Estimate only. 

» Year ending 31 March. 
© Year ending 20 March. 
4 Year ending 30 June. 


Chapter IT. Broad Features of Development in the ECAFE Region in 1969/70 141 


Agriculture 


Total production in the agricultural sector of 
the ECAFE region was expected to increase in 1970. 
The relevant information for different types of pro- 
duct is given in Table IJ-2-3. On the basis of FAO 
index numbers, aggregate production in developing 
ECAFE countries increased by 3.3 per cent in 1970— 
a slower rate of growth than that attained in aggregate 
output in the preceding year. Of the countries in 
the region, the Republic of Korea achieved the highest 
rate of growth, with a 4.7 per cent increase in 
production. 


The improvement in yields, upon which the 
“ereen revolution” has been based, continued for 
most of the relevant agricultural commodities in 1970. 
The yield from groundnuts increased substantially by 
6.5 per cent. In 1969/70, the yields of wheat, maize 
and rice increased by 3.6, 2.8 and 2.2 per cent 
respectively and this compares favourably with long- 
term annual improvements in yield during the 1960s 
of 3.2, 1.5 and 1.4 per cent respectively. Not all 
yields increased. The yields of potatoes, sweet 
potatoes and cassava showed a decline per unit of 
land of 7.6, 3.4 and 2.4 per cent respectively. 


Food production in developing ECAFE countries 
increased by 3.3 per cent during 1969/70. Ceylon 
achieved the best performance with a growth rate of 
5.5 per cent per annum, followed by Burma and the 
Republic of Korea at slightly more than 4.0 per cent, 
India and Indonesia in the 3.0 per cent band. and 
the remaining countries from 3.0 to 1.9 per cent. 


The record of individual developing economies 
is given in Table [J-2-4. From it, a number of 
tentative conclusions can be made about developments 
in the agricultural sector in 1969/70. 


First, it is obvious that the effect on production 
of new agricultural techniques, described as the “green 
revolution”, is continuing throughout the area, except 
where unusually adverse climatic conditions have 
appeared. These new techniques which require an 
increased use of fertilizer and adequate watering or 
irrigation facilities, were mainly responsible for the 
continued expansion in agricultural activity in such 
countries as Pakistan and the Republic of Korea in 
1969 and in the Philippines in 1970. At the same 
time, their very success poses new problems with 
regard to the prospects of traditionally food-exporting 
nations, such as Thailand, and with regard to income 
distribution problems in the agricultural sector. 


It is the avowed intention of many countries in 
the region to achieve self-sufficiency in food produc- 
tion and the prospects for their success have been 
renewed as a result of the “green revolution”. In 
1969/70 the output of wheat, maize and rice increased 


by 6.1, 7.5 and 3.6 per cent respectively. Moreover, 
prospects for future improvements are excellent in 
that increased rice production can be attributed to 
better yields and yet only 7 per cent of the total 
rice area of the region in 1969/70 was planted with 
high-yielding varieties. 


Much has already been written about the income 
distribution effects of the “green revolution”. All 
economic growth, however, from whatever cause, 
requires change, and for some individuals the pro- 
cesses of change are never painless. The remedy, of 
course, is not to resist the processes of economic 
growth but to adopt appropriate policies to enable 
small farmers to share in the benefits of high-yielding 
varieties through substantial extension of bank credit 
and other assistance to them. Part of the answer may 
also require the development of techniques which are 
less capital-intensive and of seed types of wider 
geographic application. 


The second major characteristic of the perform- 
ance in agriculture of a number of countries in the 
ECAFE region in 1969 and 1970 is the continued 
dependence of agricultural output on climatic condi- 
tions. Whatever the benefits of the new techniques 
in agriculture, the beneficial effect can be arrested 
and temporarily reversed by typhoon, drought and 
flood. In 1969, for instance, agricultural output in 
China (Taiwan) declined by about 4.0 per cent 
following an 8.7 per cent increase in the preceding 
year, and this absolute reduction in output was the 
result of floods and typhoons in the latter part of 
the year. In a similar fashion, the growth rate in 
agriculture was retarded in the Republic of Korea in 
1968, in the Philippines in 1968/69, and in Iran in 
1969/70. Obviously, it is impossible to formulate 
policies which will deal with the vagaries of the 
climate, and, whatever the skills of the development 
planner, his projections will continue to suffer from 
such influences. 


Manufacturing 


Although estimates of indxstrial output for all 
ECAFE developing countries in 1969 and 1970 are 
not yet to hand, enough information is available to 
reach some tentative conclusions about activity in 
this sector in the last two years. 


For the region as a whole, there has obviously 
been a continued expansion in the level of industrial 
output, but, whereas it appears that some countries 
sustained considerable increases in industrial activity 
for each of the three years 1968, 1969 and 1970, 
the performance of other countries was much less 
consistent. The Republic of Korea, China (Taiwan) 
and, although not included in Table II-2-4, Hong 
Kong and Singapore fall into the first group. The 
expansion of demand in the developed industrial 
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Table II-2-3. ECAFE countries: 


Item 


All cereals 

All pulses 
Tuber crops* 
Jute and kenaf . 
Cotton (lint) 
Oilseeds* 


Sugar (cane and beet)* 


Beef and veal 
Mutton and lamb 
Pork . 

Total milk 
Natural rubber . 
Copra 


Source: FAO. 


its rate of growth, 1958-1960/1968-1970" 


1968 


213,318 
13,569 
37,295 

2,027 
1,842 
13,700 
7,005 
1,187 
839 
1,137 
37,987 
2;421 
2.663 


* Figures in 1970 are preliminary. 
© Simple calculation between the two points is employed. Even if the Least Square Line or Method were fitted to 
these exponential trends the results age not likely to yary significantly. 


© Potatoes, cassava, sweet potatoes and yams. 


Production 


1969 


221,515 
12,236 
37,327 

3,007 
1,848 
13,910 
8,739 
1,201 
836 
1,200 
38,577 
2,676 
2,676 


19708 


232,817 
13,742 
37,786 

3,030 
1,894 
15,684 
10,218 
1,218 
~ 840 
1,210 
39,136 
2,690 
2,780 


Changes 
1968/69 1969/70 
(percentage) 
3.8 Sal 
—9I.8 12.3 
0.1 1.2 
48.3 0.7 
0.3 2.5 
Ls 12.7 
24.7 16.9 
1.2 4 
—0.4 0.5 
5 0.8 
i 1.4 
10.5 0.5 
0.5 3.9 


Current Economic Developments 


Agricultural production, 1968-1970 and 


(in thousand tons) 


Annual ratc® 


Average production of growth 
1958-1960/ 
1958-1960 | 1968-1970 1968-1970 
(percentage) 
164,226 222,550 3.1 
13,020 13,182 0.1 
28,561 37,469 2.8 
2,223 2,688 1.9 
1,312 1,861 3 
11,642 14,431 2.1 
6,396 8,654 3.1 


984 1,202 2.0 
749 838 Vd 
808 1,182 39 


33,838 38,567 1.3 
1,828 2,596 3.6 
2,446 2,706 1.0 


* Cotton seed, sesame seed, linseed, soybeans, castor beans, groundnut (in shell) and rape seeds. 
* Split years. For instance, 1969 production = 1968/69, and 1970 production = 1969/70. 


Table II-2-4. Selected developing countries in the ECAFE region: 


Afghanistan 
Ceylon , 
China (Taiwan) . 
India . 
Indonesia . 
Iran*), as 
Korea, Republic of 
Malaysia, West 
Pakistan 
Philippines® 
Thailand . 


Sources: 
1970. 


1960-1968 


2.0 
2.6 
5.8 
1.2 
2.0 
4.74 
3.9 
4.7 
3.7 
ail 
4.8 


(in percentages) 


Agriculture 

1968 1969 
3.0 2.2 
3.4 — 
2.3 —_ 
4.6 3.6 
5.7 0.8 
13.5 —5.1 
—0.6 13.8 
10.6 12.9 
6.2 3.9 
2.7 8.7 
rfl 16.4 


1970 


2:1 
2.6 
2.3 
35 
3.0 
1.2 
aT 
3.5 
20 
1.8 
3.3 


1960-1968? 


13.5 
13.8 
5.1 
2.8 
1173 
15.9 
11.0° 
8.3 
47 
10.8 


Annual growth rates in agriculture and manufacturing 


Manufacturing® 
1968 1969 1970 
14.3 na. na. 
23.6 18.3 n.a. 
52 n.a. na. 
2.0 na. n.a. 
10.8 20.0 10.9% 
34.8 21.8 18.5 
na. 10.0 na. 
Pia | 10.8 n.a, 
9.6 3.5 1.0 
10.1 10.6 10.5 


* From index numbers of industrial production, United Nations, Monthly Bulletin of Statistics. 
» These estimates appear in Table II-1-4 of “Problems and prospects of the ECAFE region in the Second Development 


Decade” in this Survey. 
© Year ending 20 March. 


2 1960-1966. 
© 1964-1968. 


f Estimate only. 
® Year ending 30 June. 


Various official publications; individual country reports included in this Survey; and FAO, Record Sheets, December 
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economies in 1968, 1969 and early 1970 has been 
biased towards manufactured commodities and has 
benefited most the exports of these commodities. In 
turn, the increased flow of export receipts of these 
countries has been augmented by foreign direct 
investment in their now more profitable export 
sectors. Indeed, some of the above economies were 
responsible for the highest rates of increase of imports 
recorded internationally for 1968 and 1969. 


In Pakistan, in 1969/70, there was a fall in the 
rate of growth of manufacturing activity which was 
_in part the result of the decreased availability of 
imported raw materials brought about by reduced 
flows of foreign aid, by increasing debt service 
commitments and by a fall in export receipts. In 
Iran, a more rapid expansion of aggregate demand, 
including fixed-capital formation, than national output 
has been financed by short-term borrowing abroad. 
This has led to increased debt-servicing commitments 
and to a deteriorating balance of payments which 
will severely handicap an import-dependent industrial 
sector that has been primarily responsible for the 
impressive growth in manufacturing activity in recent 
years. As a consequence, no significant increase in 
the growth rate of manufacturing is anticipated in 
1970/71. Ceylon and the Philippines provided fur- 
ther and even more dramatic examples where annual 
growth rates in industrial output, as high as 14.3 
and 9.6 per cent in 1968, are expected to have declined 
sharply in 1970, as a result of balance of payments 
difficulties. There has been some slackening in the 
growth rates in Thailand also. 


It should be emphasized, however, that, for a 
number of countries, the development of import- 
substituting industries (consumer, intermediate and 
capital goods) represents only one side of the 
industrial strategy. Since the traditional exports of 
Asian developing countries, consisting mainly of 
primary products, show, as-in all other developing 
countries, a slow growth resulting from low income 
elasticity of demand and competition from synthetics, 
the developing countries of Asia will increasingly 
have to seek export trade in the manufacturing output 
during the next decade. Industrial development for 
exports is undoubtedly a far more formidable task 
than import-substitution. The trade policies of the 
developed countries vis-a-vis the developing countries, 
and the lack of financial resources in developing 
countries to provide ‘seller’s credit to purchasers, are 
major obstacles to the expansion of an export trade 
of manufactures and processed goods from the 
developing countries. At present, the manufactures 
and processed goods of the developing countries face 
formidable tariffs, quota restrictions and other barriers 
to trade from the developed countries. The proposals 
for the liberalization of trade policies by the developed 
countries towards the developing countries, along the 


lines suggested by UNCTAD at its second session held 
in New Delhi, if implemented, will help significantly 
to boost industrial development in the developing 
countries. 


It is recognized that, until the intermediate and 
capital goods import-substitution industries begin 
operation, any large-scale industrial development pro- 
grammes in a number of developing countries will 
require heavy imports of capital equipment and 
industrial raw materials. Therefore, the liberalization 
of trade policies by the developed countries for the 
imports of traditional primary products and potential 
new export commodities from the ECAFE developing 
countries, together with increased inflow of foreign 
aid, will play an important role in promoting in- 
dustrial development in the developing countries of 
the ECAFE region during the next decade. 


It should be recognized, however, that, in small 
developing countries of the region, the development 
of key industries, such as petro-chemicals (including 
fertilizers) , basic materials (iron and steel, aluminium, 
etc.) ship-building, and machinery and equipment, 
based on a single country’s market, will face severe 
difficulties and will lead to uneconomical use of 
scarce resources. Intraregional complementary spe- 
cialization in domestic manufactures of particular 
kinds of basic industrial materials and types of 
industrial equipment would offer enormous gains to 
the developing countries of the region. The mutual 
exchange of such products under a preferential duty 
system or any other appropriate regional co-operation 
scheme, including joint ventures, would widen the 
narrow national markets and enable the developing 
countries to produce a wide range of industrial 
products economically. 


The balance of payments 


Tables IJ-2-5 to IJ-2-10 summarize international 
trade and balance of payments developments within 


the ECAFE region. 


Tables II-2-5 and I]-2-6 compare recent export 
performences with those of earlier years. Generally 
speaking, the record is a mixed one. On the one 
hand, estimates for 1968, 1969 and 1970 indicate 
that the Republic of Korea, China (Taiwan), Iran, 
Malaysia, India and Indonesia have improved con- 
siderably upon their performances in the earlier years 
of the decade. Indeed, with the exception of India, 
the exports of all these countries are currently growing 
at a rate in excess of 10 per cent per annum. As 
indicated in Table II-2-6, eight out of the twelve 
developing countries considered recorded their highest- 
ever level of export receipts either in 1969 or 1970. 
On the other hand, countries such as Thailand, the 
Philippines, Pakistan and Ceylon have encountered 
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difficulties in sustaining the rate of expansion of 
their exports. 


Export growth rates for the different economies 
reflect the influence of several factors. Countries in 
which export development has been particularly 
strong, such as the Republic of Korea, China 
(Taiwan), Singapore and Hong Kong, have been 
influenced by the excess demand conditions in the 
developed industrial nations and by the bias of the 
import demand of these countries in favour of manu- 
factured goods. Iran and Malaysia have benefited 
from buoyant demand conditions for their traditional 
exports, and Indonesia is reaping the benefits of 
policies, such as exchange rate alterations, which 
sought to improve the efficiency of their export sectors. 


In the case of India, the rationalization of the export — 


promotion schemes after devaluation, and the indus- 
trial recession, accounted for a substantial increase 
in non-traditional exports. 


Adverse balance of payments influences have also 
been operative. Rice exports from Thailand have 
fallen as a result of external demand factors. The 
failure of Ceylon and Pakistan to sustain export 
growth may be partly due to supply factors. At the 
same time, the reduced flow of foreign aid to Pakistan 
has curtailed the flow of imported inputs to the 
manufacturing sector and reduced the export of 
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manufactured goods. Finally, climatic conditions, 
such as those prevailing in the Philippines in 1968, 
have interrupted the growth of exports. 


The rate of growth of imports in Table II-2-5 
reflects. several basic influence. First, in the case 
of the Republic of Korea, China (Taiwan), and 
Malaysia, there is evidence of a strong export-led 
development of the domestic economy which has given 
rise to a rapid expansion of import demand. In the 
Republic of Korea and China (Taiwan), this develop- 
ment has been augmented by foreign investment flow 
and has resulted in the highest rates of import demand 
recorded internationally since 1968. Secondly, import 
demand has been affected by the availability of 
foreign aid. Both the reduction in import demand 
in Pakistan and the rapid increase in demand in 
Indonesia in 1970 are examples of this. Finally, 
import demand has been strongly influenced by a 
tendency for certain economies, such as the Philip- 
pines and Iran, to expand aggregate demand beyond 
the availability of domestically produced goods and 
services and to finance this excess of expenditure 
over income by large short-term borrowing from 
abroad. In each of these cases, the subsequent 
short-term debt-servicing problem has required the 
adoption of unpalatable monetary, fiscal and external 
policies to bring the bdlance of payments to order. 


Table IJ-2-5. Selected less-developed countries of the ECAFE region: 
Growth of exports and imports of goods and services* 


(in average annual percentage increases) 


Exports 


1960-1969 1968 1969 


Countries with the highest rates of growth of exports, 1960-1969 


Korea, Republic of . . 29.1 42.0 36.7 
China (Taiwan) 24.0 25.0 32.0 
Trane aces ae Te Tle 20.0 12.0 
Thailand 10.0 0.9 2.8 
Countries with intermediate rates of growth of exports, 1960-1969 
Philippines® 2 2 | ss 6.3 5.0 0.1 
Pakistan? ote 0 wees i 6.3 12.0 9.4 
Malaysia. ger Same eee 5.0 10.0 23.0 
Courtries with lowest rates of growth of exports, 1960-1969 
Indiafey. ates 3.8 9.0 9.0 
Indonesia’ © er 1B 5.0 12.0 
Cevlon . —1.4 —1.7 —5.8 
Burma . —5.6 —9.8 13.5 
Source 


official publications. 


*Data for 1960-1969 averages include unrequired transfers. 


value of imports only. 


Coefficient 
Imports of foreign 
ee ir 
1970 1960-1969 1968 1969 1970 pheeuseee 

36.0 234 47.0 24.7 11.0 30 
34.3” 17.8 21.0 17.0 27.3 42 
na. 12.0 20.0 2.0 na. 40 
1.3 11.9 10.8 5.9 3.6 38 
17.6° 7.9 10.0 —2.0 —5.4 37 
—2.5° 7.8 —95 1 —2.0 16 
2.1 3.7 6.7 1.4 25.6 83 
3.0 oe) —10.6 —15.0 10.0 10 
15.0 4.4 9.7 —2.1 36.8 22 
0.8" 0.8 1.4 17.0 6.3 53 
n.a. —3.5 na. n.a. n.a. 32 


International Moretary Fund, Annual Report, 1970, and International Financial Statistics, August, 1970, and various 


Import calculations for individual years refer to c.i.f. 


> Estimate based on comparison of performance in first and/or second quarters of 1969 and 1970. 


© The sum of imports and exports of goods and services as a percentage of gross domestic product. 


Figures taken from IMF, Annual Report, 1970. 
* Year erdirg 20 March. 
© Year ending 30 June. 
£ 1960-1968 and year ending 31 March. 


Data refer to 1965. 
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Table II-2-6. Developing ECAFE countries export 
performance 


(in million United States dollars) 


Highest export 
value recorded 
from 1960 to 


Country 1970 1968 1969 1970 
Burma «> 271 (1963) 111 126 1325 
Ceylon 53.5 409 (1965) 342 322 339° 
China (Taiwan) 1,050 (1969) 802 1,050 1,026* 
indiaeecre sts | 1,8521(1970)- 1,753 1,833 1,885° 
Indonesia . . 839 (1970)” 751 831 839° 
frat eee 2,906:(1970)” 1,879 2,099 2,506” 
Korea, Republic of 746 (1970)? 455 622 746° 
Laos Mt’ aul) 6 (1968) 6 4 che 
Malaysia . ., 1,702 (1970) 1,343 1,651 1,702” 
Pakistan " % 720 (1968) 720 676 677° 
Philippines . . 1,016 (1970)” 848 855 1,016” 
Thailand 751 (1970)* 660 711 751° 
Source: International Monetary Fund, International Financial 


Statistics, March 1971. 
* 3 months at annual rate. 
© 6 months at annual rate. 
“9 months at annual rate. 


Table II-2-7 summarizes recent developments in 
the balance of payments of a number of ECAFE 
countries. Since 1968, there have been several im- 
portant changes. The over-all balance of payments 
situation in China (Taiwan) and Malaysia remains 
sound, but, in the Republic of Korea, there are recent 
developments which suggest that balance of payments 
considerations could arrest the spectacular economic 
growth of that country. First, there is the failure 
to arrest inflationary development which must affect 
the competitive position of the Republic’s exports 
when inflation does not proceed as rapidly in the 
economies of trade rivals, such as China (Taiwan) 
and Singapore. In 1970, inflation was running at an 
annual rate of approximately 15 per cent. Secondly, 
the process of United-States withdrawal from Viet- 
Nam is already affecting demand for exports and 
invisible earnings. Thirdly, the export target of 
US$1,300 million for 1971 requires a 30 per cent 
increase in exports (assuming that the 1970 target 
is attained) and prospects for export expansion in 
the United States market are not attractive at the 
present time. Fourthly, there is evidence that the 
net foreign capital inflow, which has financed more 
than half recent gross capital formation in the 
Republic of Korea, could decline. From 1968 to 
1969, foreign grants fell from US$121 million to 
US$104 million. While foreign loans more than 
matched this decline in official donations, such loans 
must be serviced. Moreover, an increasing propor- 
tion of these loans are made for short terms and at 
high rates of interest. Such loans accounted for more 
than 70 per cent of foreign capital inflow other than 
donations in 1968 and 1969. Finally, there is evi- 


dence that foreign direct investment is declining. 
For instance, foreign capital contracted for in the 
first five months of 1970 was US$173 million, com- 
pared with US$903 million and US$577 million for 
similar time periods in 1969 and 1968 respectively. 
For all these reasons, debt-servicing commitments are 
rising, and, according to unofficial estimates, they will 
absorb approximately one-third of the export target 
of US$1,000 million set for 1970. Given current 
trends, this debt service ratio can be expected to 
increase in the next few years. 


There are two countries where the balance of 
payments situation has improved dramatically, but 
where long-term considerations give cause for some 
concern. As the table indicates, India’s balance of 
payments was improved by the 1967 devaluation. It 
also improved because imports fell to their lowest 
level since 1961/62. The decline in imports was due 
to reduced dependency on foodgrains and to the 
development of import-competing industries. In the 
industrial sector, this last fact was responsible for 
the decline in capital equipment imports by US$70 
million in 1969/70. Long-term considerations which 
give cause for concern are the decline in the rate of 
increase in export receipts to 3 per cent as a result 
of difficulties facing traditional exports, the likely 
increase in import demand when the economy moves 
to achieve its targeted rate of growth of GNP of 
6 per cent, and the continued tendency for net capital 
inflow to decline absolutely as a consequence of debt- 
servicing commitments and reduced flows of foreign 
assistance. This trend on capital account was partial- 
ly obscured this year by the allocation of Special 
Drawing Rights and by the changes in rupee 
liabilities to the United States Government arising 
out of PL480 Title 1 transactions. 


Although data were not available for inclusion 
in Table II-2-7, the Indonesian economy has also 
achieved a remarkable improvement in its balance of 
payments situation. This has been brought about by 
a skilful use of multiple exchange rates, which cul- 
minated in the adoption of a unified exchange rate 
system in April 1970, and by the exercise of a 
remarkable degree of restraint in using monetary and 
fiscal policies. As Table IJ-2-5 shows, exports grew 
at 9 per cent per annum in 1968 and 1969, and recent 
data suggest that a rate of expansion as high as 15 
per cent will be secured for 1970, despite the fall in 
rubber prices. Although the Government has been 
successful in stabilizing the Indonesian economy, 
import demand is certain to increase as development 
processes get under way. Moreover, not only is the 
economy still heavily dependent upon foreign capital 
inflow but the debt-servicing burden is a formidable 
one. Finally, the recent five-year plan projects a 
balance of payments deficit of US$910 million for 


1 See country chapter. 
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Table IJ-2-7. Balance of payments summaries for 


selected developing countries of the ECAFE region: 


1960-19692 


(in million United States dollars) 


China (Taiwan) 
1967 
1968 
1969 


India. . . . ~~ =Average 1960-1966 


1967 
1968 
1969 


Korea, Republic of . 
1967 
1968 
1969 


Malaysia 
1967 
1968 
1969 


Philippines . 
1967 
1968 
1969 


Iran. . . . . . Average 1962-1966 


1967 
1968 
1969 


Pakistan 
1967 
1968 
1969 


Thailand 
1967 
1968 
1969 


Average 1960-1966 


Average 1960-1966 


Average 1961-1966 


Average 1960-1966 


Average 1963-1966 


Average 1963-1966 


Short-term 
capital and 
Long-term net errors 
Current capital and Over-all 


balance and aid omissions _ balance 
—60 78 13 31 
—45 116 8 79 
—119 116 —33 —36 
—49 136 9 96 
—962 939 —38 —61 
—1,165 1,256 —122 —31 
—680 926 —145 101 
—250 ad cae 377 
—220 233 _ 13 
—326 384 53 111 
—56l 548 65 52 
—654 699 96 141 
45 111 —136 20 
—17 33 25 41 
53 72 —66 59 
—224 102 —160 166 
48 47 —8l 14 
97 34 —145 —14 
—304 184 47 —73 
—285 148 96 —41 
—13 - 77 1 13 
—134 176 8 50 
—366 418 —65 —13 
—252 460 —188 20 
—480 484 —26 —22 
—671 612 26 —32 
—433 499 —18 47 
—410 464 —18 35 
—54 108 45 99 
—99 152 43 96 
—205 184 34 13 
—238 166 36 —36 


Source: International Monetary Fund, Annual Report, 1970, p. 105. 


* For certain countries, data are not available for the early years of the 1960s. 

» Balance on goods, services and private transfers; unrequired government transfers 
are included in long-term capital and aid. 

© Over-all balance is the balance financed by changes in official gold and foreign 
exchange assets and in the net Fund position. 


1973/74 and assumes that this will be met by capital 
inflow. Bearing in mind that the aid. commitments 
of the IGGI Consortium for 1970/71 were US$571 
million, and that commitments are lagging well behind 
disbursements, this estimate of aid flows in 1973/74 
seems to be on the high side. Yet, if the IGGI 
countries do not meet this projected foreign exchange 
gap, and if exports do not expand at an even greater 
rate, the quite modest goals set out in the five-year 
plan will be seriously jeopardized. 


Iran is an economy whose over-all balance of 
payments position appears to be satisfactory, but 
which, on close inspection, reveals certain problems. 
The problem arises because aggregate demand is 
running at high level in relation to available resources. 
The situation has been aggravated because current 
account deficits have been financed increasingly by 


short-term borrowing at high interest rates. As 
result, debt-servicing commitments as a proportion of 
export income are now rising much more rapidly than 
is the gross inflow of foreign capital. Between 196( 
and 1970, debt servicing absorbed 1& per cent of 
export earnings and this proportion is certain to 
increase in 1970/71. The recent increase in posted 
prices for oil exports will, however, ease the debt. 
servicing and balance of payments problem and permit 
the fine recent record of economic growth to continue. 


In the last two years, Thailand also has been 
troubled by balance of payments difficulties that are 
of a long-term nature and likely to reduce the rate 
of economic development in 1971. These difficulties 
arise because of the declining value of rice exports. 
reduced United States expenditure in Thailand, the 
recent increased development of industries dependent 
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upon imports and an absolute decline in the level of 
foreign direct investment. While the present situation 
is not very serious, some further re-structuring of the 
economy, and particularly of the export sector, is 
obviously required. In the short run, something 
needs be done to curb import demand. 


Finally, we come to these economies which are 
presently facing balance of payments difficulties. 
Pakistan has problems with debt-servicing commit- 
ments which, in reducing the availability of inputs 
for manufacturing, have checked the commendable 
rate of growth achieved in manufactured exports. 
Remedial measures adopted include alterations in the 
multiple exchange rate system which amount to a 
devaluation of the basic export rate of exchange and 
to some changes on the import side which more 
accurately reflect the real scarcity value of foreign 
exchange. In the short run, the devastating floods 
and cyclones which struck East Pakistan will further 
aggravate the situation. In the long run, if the net 
capital inflow does not increase, either exports or 
domestic saving as a proportion of GNP must rise. 
It is for this purpose that the recent policy changes 
were introduced, but the task will not be easy. 


In the Philippines, balance of payments difficulties 
occurred in 1967 and 1968 as a result of excess 
demand pressures within the economy and the stagna- 
tion of exports, and the situation was exacerbated in 
1969 by the failure of exports to expand as usual 
because of a fall in the international price of coconut 
and adverse weather conditions, and because of 
increased debt-servicing commitments resulting from 
the short-term financing of the current account deficit. 
As a result, imports were drastically curtailed, and 
the import-dependent manufacturing sector experienced 
an abrupt decline in its rate of growth of output. 
The recovery of production in general, and of output 
in the manufacturing sector in particular, depend 
upon recent monetary, fiscal and exchange rate re- 
forms made to improve the balance of payments 
situation. At the moment, the rate of growth in 
industrial output has fallen from 9.3 per cent in 1968 
to 3.5 per cent in 1969 and is likely to have fallen 
below 1.0 per cent in 1970. Balance of payments 
prospects, however, are improving. In the first two 
quarters of 1970, exports showed an annual rate of 
increase of about 17.0 per cent, while imports were 
running at an annual rate 4 or 5 per cent below 
that of 1969. While unofficial speculative capital 
outflow continues, the over-all reserve position has 
improved. 


Finally, Ceylon has experienced a long period 
of balance of payments difficulties which have been 
aggravated recently. Essentially, the balance of pay- 
ments position has been imposed exogenously as a 
result of the declining prices of traditional exports, 

cluding, in particular, tea. The situation has not 


been improved by the use of large amounts of Central 
Bank credit to finance government expenditure and 
by the problems in controlling inflation which was 
running at around 7 per cent in 1970. The basic 
problem is not merely an excess of national expendi- 
ture over income but the need for structural reform 
of the economy, including export diversification. 
The outright devaluation of 1967 and the introduction 
of a multiple exchange rate system in 1968 have been 
noteworthy moves. In many ways, the latter provides 
a useful control device because it is relatively simple 
to administer and because it enables the Government 
to pursue certain objectives, such as a desired dis- 
tribution of income. 


International liquidity 


Table II-2-8 shows changes in the over-all inter- 
national liquidity position of developing ECAFE 
countries, and Tables II-2-9 and II-2-10 describe the 
impact of the Special Drawing Rights (SDRs) scheme 
on the members of the region. Changes in the over- 
all balance of payments position given by comparing 
1969 with 1970 figures overstate the improvement or 
the extent of deterioration in the balance of payments 
position of the countries listed because they include 
the addition of SDRs to official reserves. 


Table II-2-9 gives the allocation of SDRs to 
members of the ECAFE region and Table II-2-10 
indicates to what extent SDRs were used in the first 
few months of the scheme’s existence. Total world 
allocation of SDRs amounted to the equivalent of 
US$3,414 million.2 Of this amount, the ECAFE 
region was given US$530.88 million or approximately 
16.0 per cent, and, of this amount, developing ECAFE 
countries secured about 56 per cent. 


The ECAFE countries making use of and ac- 
quiring SDRs from January until June 1970 are listed 
in Tables IJ-2-9 and II-2-10. SDRs have been used 
to finance transactions between participants and 
transactions between them and the International 
Monetary Fund. Between January and June, 1970, 
for the world as a whole, 46 participants used a 
total of 549 million SDRs. Of this total, 165.7 
million were used by members of the ECAFE region 
(all of them developing countries) and that amount 
constituted 55 per cent of the allocation of ECAFE 
developing members. From these figures, it is obvious 
that extensive use has been made of this new facility 
by the developing members of the ECAFE group. 


Further increases in international liquidity should 
come from the proposed increase in quotas which 
await the consent of members. If all members do 
conseni, the resources of the Fund will increase by 
about one third. 


2 The unit value of SDRs is equivalent to 0.888671 grammes of fine 
gold. This is equal to one United States dollar of the weight and 
fineness in effect on 1 July 1944. 
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Table II-2-8. Developing ECAFE countries: 


International liquidity* 


(in million United States dollars) 


Country 1965 1966 1967 1968 1969 1969 1970 

(Sept.) (Sept.) 

Burma, bjs WP 177 184 155 152 129 138 94 
(37.3) (60.6) (65.0) (70.6) Cie (92.0) Geox) 

Cevlon Jer) PO sie 73 43 55 51 40 39 41 
(12.2) (5.2) (7.9) (7.3) (4.9) (4.0) (5.5) 

China (Taiwan). . . .« 300 337 416 381 443 432 575 
(28.1) (28.2) (26.8) (21.9) (19.0) (21.2) (28.3) 

india. Benes Fe ee ae 599 608 662 682 926 890 1,081 
(10.6) (11.2) (12.3) (14.1) (23.6) (20.7) (26.0) 

Korea, Republic of . . . 146 245 356 391 553 532 618 
(16.4) (17.8) (18.6) (13.8) (15.8) (13.2) (17.4) 

Malaysia’ 2 os 4) se 470 494 457 516 683 690 725 
(22.3) (23.3) (21.9) (23.1) (30.1) (29.5) (28.9) 

Pakistan). ¢is oe as she 220 198 157 239 323 320 231 
(11.0) (11.6) (7.6) (13.2) (16.8) (16.5) (13.4) 

Philippines: 6 oi as 193 194 180 161 121 129 199 
(11.2) (10,5) (8.0) (6.5) (5.0) (4.9) (8.3) 

Thailaridys,. /5.ee ef Ajet ae 739 924 1,009 1,021 985 999 943 
(52.2) (54.3) (49.5) (44.6) (41.4) (40.6) (38.7) 


Source: IMF, International Financial Statistics. 


® Figures in parentheses refer to volume of internatjonal liquidity in terms of weeks of current 


imports. 


Table II-2-9. Allocations of Special Drawing Rights 
(SDRs) received by ECAFE participants in the 
International Monetary Fund, 1 January 1970 


Country SDR (thousands) 


Developing ECAFE member countries 


Afghanistan 4,872 
Burma 8,064 
Ceylon 13,104 
India 126,000 
Indonesia . ADE SES Pee 34,776 
iran ee OL. Se ee eae a 21,000 
Khmer Republic . 3,192 
Korea, Republic of ete wihts 8,400 
La0S: «de we a. ae Me : ER toe a) A 1,680 
Malaysia 21,000 
Pakistan 31,584 
Philippines . . . 18,480 
Viet-Nam, Republic o 6,552 

298,704 

Developed ECAFE member countries 

Australia 84,000 
Japan . 121,800 
New Zealand . 26,376 

232,176 
Total 530,880 


Source: International Monetary Fund, Annual Report, 1970, 
p. 30. 


Table II-2-10. Acquisition and usage of Special 
Drawing Rights in ECAFE region, 
1 January—30 June 1970 


(in thousand of SDRs) 


Operations between 
participants and the 
finance account 


Transactions between 
participants 


Acquired Used 


Repurchases Changes 
Developing countries 
Afghanistan . . —_ 1,500 — _- 
Burman fans —_ 7,951 — 103 
Geylon cxaiaeastir — 6,000 7,000 23 
Jodia.) sane ie 7 — 35,000 12,592 
Indonesia. . .. — 31,000 3,157 476 
AMG. os. Be — 20,000 —_ _ 
Khmer Republic . — 1,596 _ _ 
Korea, Republic of 2,000 — — 50 
Laos (Pe. AS es _ 1,176 — — 
Malaysia, West 2,300 — _ _— 
Pakistan . . . — — 19,400 178 
Philippines . . — 18,480 _ _ 
Total . 4,300 87,703 64,557 13,422 
Developed countries 

Australia 4,000 _ _ _ 
Japan 18,676 -_ _ _ 
Total . 22,676 — — a 
Grand total 26,976 87,703 64,557 13,422 


Source: International Monetary Fund, Annual Report, 1970, 
p. 32 


Money supply and prices 


Tight monetary policies have been in evidence 
where the country concerned is incurring balance of 
payments difficulties. Examples of such countries, 
which appear in Table II-2-11, are Ceylon, Iran, 
'Thailand and the Republic of Viet-Nam. In these 
countries, the rate of expansion of the money supply 
in 1969, and especially 1970, fell below the annual 
compound rate of growth of the 1960s. 


Table IJ-2-11. Developing ECAFE countries: 
Change in money supply 


(in percentages) 


Annual 
compound 

rate of Central 

growth Bank 

Country 1960-1968 1968 1969 1970 rate® 
Afghanistan . . 9.8” 7.3 18.2 Zc se 
Geylon es. “3. Bian 5.9 —15 9.74 6.5 
China (Taiwan) . 16.6> 12.6 16.2 19.3 13.3 
indiayeee 7.9% 5.6 12.0 1isn 5.0 
undonesia. 2. 162.9 ~—«121'.3 50.8 321" ot 
Iran ores 9.8° 14.4 1.9 7.6% 8.0 
Korea, Rep. of. . 24.0" 25.9 42.1 44.12 = 22.0 
Malaysia . . . 4.4¢ 11.4 13.3 fei fae 
Rakistano 5 Ce 8.2° 7.8 14.8 11.9! 5.0 
_ Philippines. . . 8.5 ep 23.6 18.2! 10.0 
Thailand . 8.85 8.6 2.9 3.8! 5.0 


Viet-Nam, Rep. of . 25.0 48.5 13.3 12.4% 


Source: International Monetary Fund, International Financial 
Statistics. 


* As of 12 August. 

» 1960-1968. 

© Year ending December 21. 

* Year ending September 30. 

* Year ending last Friday in September. 
1961-1968. 

® Year ending September 20. 

® 1963-1968. 

! Year ending last Friday in December. 
4 Year ending June 30. 


In Pakistan, there has been a faster than usual 
expansion of the money supply, despite balance of 
payments difficulties, in response to increased demand 
from the private sector. Extra credit is required to 
finance increases in working capital following wage 
increases and the increase in business activity that 
has followed the 1968/69 recession. In the Philip- 
‘pines, the rise in the money supply was caused mainly 
by deficit financing, some 97 per cent of credit 
expansion being directed to the public sector. At the 

same time, however, the balance of payments con- 
tinued to improve, and, as business activity increases, 
more credit is being used by the private sector. 


Chapter II. Broad Features of Development in the ECAFE Region in 1969/70 149 


In Malaysia and China (Taiwan), there has been 
some easing of monetary policy in response to 
demands from the private sector. Recent develop- 
ments in the latter country demonstrated how sudden 
increases in exports and rapid development of the 
industrial sector can be achieved without upsetting 
domestic economic stability. A judicious use of fiscal 
and monetary policy has prevented marked increases 
in prices, despite growth rates of output in excess 
of 10 per cent per annum. Other policies, such as 
measures to improve the mobility and quality of the 
labour force, were also used to eliminate supply 
bottlenecks. 


The Republic of Korea is currently expanding 
credit at approximately twice the rate of the previous 
year in response to the demands of a rapidly growing 
economy. The high nominal rates of interest (Central 
Bank rate is 22.0 per cent) are no deterrent because, 
with inflation proceeding at around 15.0 per cent 
per annum, the real rates of interest are low by 
international standards.2 In November 1969, the 
monetary authorities adopted a financial programme 
that was to limit the rise in domestic credit, tighten 
the reserve requirements of the commercial banks, 
and more carefully screen approvals of foreign cash 
loans. Steps were also taken to reduce the extension 
by the Central Bank of preferential credit treatment 
to the agricultural export sectors. 


While a variety of local factors has affected 
prices, there is no doubt that conditions of excess 
demand and inflation in the developed industrial 
nations have been transmitted through the interna- 
tional economic system to some developing countries 
of the ECAFE area. Table IJ-2-12 sets out informa- 
tion concerning recent price changes in a group of 
developing countries. With the obvious exception of 
Indonesia, the only countries which have held rising 
prices to rates experienced in the earlier years of 
the 1960s are Malaysia, Singapore and Thailand. In 
all other cases, rising prices in 1969 or 1970 have 
been proceeding at rates which are in some cases 
considerably in excess of those experienced in earlier 
years in the decade. The situation gives cause for 
concern, because, apart from its likely effects on the 
balance of payments, rising prices through their 
effects on income distribution and resource allocation 
can be a particularly heavy burden for developing 
economies, especially where the rate of development 
is low. 


3 The same comment can be made of market rates of interest in 
India, Pakistan and Ceylon. In all these countries, if account is taken 
of inflation, the real rate of interest is too low to act adequately as a 
credit-rationing device. 
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Table II-2-12. Developing ECAFE countries: Percentage rates of 
change in consumer and wholesale price indices* 


Annual compound 


Country rate of growth? 1968 1969 1970¢ 
1960-1968 3 

CAyIOn 7s. Meters ky Be ts za 2.2 5.9 a3 7.0 

China (Taiwan). . . . 3.0 (2.2) 3.3 (3.0) 7.9 (2.0) 5.0(—0.3) 4.9 (3.4)% 
Hong Kong. on +e. 7. “= 5./ Deh 3.5 5.4 

Sndia® 2s. Giz Sega Tei) 13.9 (15.9) 2.6(—1.3) sis 2.0) sare GLO) 
Indonesia oo oe 185.7 169.5 125.3 6.1 ye | 

rate fe. soils? slier 1.6. (8.1) 1.6 (0) 0.6 (0.9) Son (l aD 3.1 (3.4) 
Khmer Republic. . . . —0.6 6.0 6.3 1.4 

Korea, Republic of* . 13.7 (13.5) 11.0 (6.8) 11.1 (7.6) 12.4 (7.0) eps Pyar) 
Taos ei eae ta foe hee — 7.9 yl su —_ 
Malaysia, West LY a 1.0 4.0 — —1.0 12 
Pakistanes. <i Qi Vie < 3.3 (3.3) 10.5 (14.2) 0 (—4.0) 3.2 (5.8) 4.4 (1.8)% 
Philippines®iy) cs) 4.9 (4.7) 6.9 (4.5) 0.6 (2.6) 3.2 (0.7) 3.7 (10.9) 
Singapore ree ten Ys — 2.9 0.9 —0.3 0.4 
"Thailand sect. sv te “0 ts pees I eeeS\ 3.7 1.8 2.1 2.1 
Viet-Nam, Republic of . . — 43.8 (33.1) 26.9 (8.8) 22.0 (19.5) 31.9 (28.1) 


Source: (1) United Nations, Statistical Yearbook for Asia and the Far East, 1969. 
(2) United Nations, Bulletin of Statistics, December 1970. 
Note: Data prior to 1969 are derived to be consistent with Table II-1-14. 
* Rates of change in wholesale prices are the figures which appear in brackets. 


> Base year 1960 = 100. 

© Year ending 30 June. 

4 Year ending 30 September. 
© Base year 1965 = 100. 


£ Consumer price index for industrial workers only. 


. 


® Base year 1961 = 100. 
» Estimate for Bangkok only. 


1971: PROSPECTS AND POLICY ISSUES 


The international situation 


At the 1970 calendar year closed it seemed 
evident that, while the rate of increase in output in 
industrial developed economies will fall as anti-infla- 
tionary policies become more effective, it will remain 
satisfactory. Recent OECD estimates* suggest that, 
for OECD countries as a whole, real output growth 
in 1971 will be slightly less than the 5.0 per cent 
growth rate achieved in 1969 but considerably more 
than the less impressive 1.75 and 3.75 per cent rates 
of increase in output anticipated in the first and 
second halves respectively of 1970. In the USSR, 
real national income in 1971 is expected to increase 
by 6.1 per cent, compared with the estimated increase 
of 7.6 per. cent in 1970. 


Output in the United States is expected to revive 
from its almost stagnant position. So far, the United 
States has been perplexed by the persistent and rapid 
rise in prices, despite a level of unemployment 
approaching 6 per cent, and by the continuation of 
its balance of payments problems. 


* See OECD, Economic Outlook, July 1970. 


In Japan, steady growth was recorded in 1969/70 
and, despite some expected tightening of monetary 
policy, prospects for 1970/71 seem to be reasonably 
good. The Japan Economic Research Centre predicts 
that the real rate of growth in 1970/71 will be 11.4 
per cent and that exports and imports are both likely 
to exceed US$20 billion; even if there is some slowing 
down, it may not be of a serious nature. The anti- 
cipated surplus in the over-all balance of payments 
position is expected to be about US$1 billion. 


There is evidence, however, that less conventional 
policies will be used to control inflation at the same 
time as moves are made to re-expand the United 
States economy and reduce unemployment. Already 
the stock market has recovered from its long decline 
which reached its nadir in May 1970. Interest rates 
are moving down from their historical peak. The 
United States Government recently cut the maximum 
rate on mortgages issued by the Federal Housing 
Administration, some major banks have reduced the 
rate on their consumer loans and a public utility 
bond was sold at the lowest rate for eighteen months. 
Furthermore, the President of the United States has 
made it clear that he now conceives the government 
role as being an expansionary one in the United 
States economy. The chairman of the Federal Reserve 


Chapter II. Broad Features of Development in the ECAFE Region in 1969/70 151 


has also indicated that “the independent Federal 
Reserve System will provide fully for the increasing 
monetary needs of the economy”.® 


The projected increase in real output in the 
United States is expected to be matched by a small 
decline in the rate of expansion in other OECD 
countries as these countries adopt policies to deal 
with present excess demand conditions. Expansion 
in Japan, however, is expected to continue. 


As a result of diminishing excess demand pres- 
sures, the rate of inflation in the OECD countries 
can be expected to decline from an annual rate of 
approximately 6.0 per cent in 1970 to slightly below 
4.0 per cent by mid-1971. As a consequence, the 
rate of growth in OECD exports to the rest of the 
world can also be expected to decline because of the 
combined result of a much slower rise in prices and 
a fairly steady volume of exports. 


Some easing of excess demand conditions and 
the continuing effects of the 1969 exchange rate 
alterations should combine to produce a better balance 
of payments situation within the OECD area. Fore- 
casts to date suggest that, by mid-1971, the United 
States will be running a small but insufficient current 
account surplus and that Japan will be even more 
solidly in a surplus balance of payments position. 
Contrary to earlier expectations, there may be a slight 
tendency for interest rates to ease in 1971 in sympathy 
with movements in interest rates in the United States. 
But this could depend on the strength of capital 
outflows from the United States to countries adopting 
tighter monetary policies. 


Impact on the ECAFE developing countries 


The impact of the international situation is likely 
to be adverse on the balance of payments and hence 
on the growth prospects of the developing countries 
for several reasons. First, as was pointed out in the 
previous section, the rate of growth in output of the 
industrial countries can be expected to decline in 
1971. For the last three years, the surge of activity 
in the industrial countries which followed the 1966/67 
economic slow-down has been one of the major factors 
influencing the growth in exports in ECAFE develop- 
ing economies, and a slower rate of expansion of 
activity in these economies will tend to reduce the 
rate of growth of such exports. While all countries 
in the region would be involved, countries such as 
the Republic of Korea, China (Taiwan), Hong Kong 
and Singapore would be the most affected. 


Secondly, while the more pessimisti¢ fears about 
a revival of protectionist philosophy in the United 


3 New York Times Weekly Review, 2 December 1970, p. 1. 


States are unlikely to materialize fully, there is no 
doubt that, at a time of excessive unemployment and 
of balance of payments difficulties, the arguments of 
protection groups are influential. Legislation before 
the United States Senate will probably be considered 
in 1971. For the most part, it is the very success 
which many developing nations have had in competing 
in the markets of the industrial developed countries 
that has prompted the unfortunate adoption of pro- 
tectionist policies. It is satisfying to note, however, 
that, in the recently held meetings of the UNCTAD 
Committee on Preferences, the developed countries 
indicated their willingness to take measures by 197] 
to accord non-discriminatory and non-reciprocal pre- 
ferences to the developing countries. The developing 
economies should also seek every opportunity in 
international forums to press the case for no further 
increase in such barriers to trade in their export 
products. Indeed, their success in expanding exports 
will depend as much on these measures as on their 
efforts to gear their production and marketing to 
these opportunities. 


Thirdly, the relatively favourable external con- 
ditions that have confronted ECAFE developing 
countries recently, and the increase in their interna- 
tional reserves resulting from the introduction of 
SDRs, has tended to obscure two disquieting develop- 
ments. On the one hand, the absolute value of capital 
flows of a genuine concessionary nature has been 
declining as Table [I-2-13 indicates. The decline is 
much more noticeable if real and not current values 
are used. On the other hand, while the flow of 
long- and short-term capital of a non-concessionary 
nature has tended to offset this decline in foreign 
assistance, the changed composition of the over-all 
capital flow to harder commercial terms, and the 
increased share of short-term capital in the over-all 
total, have increased the debt-servicing commitments 
of the developing economies. Unfortunately, up-to- 
date information for ECAFE developing countries is 
not yet to hand, but the total flow of financial 
resources from the countries belonging to the De- 
velopment Assistance Committee (DAC) of the OECD 
to the developing countries (including those of 
southern Europe) is provisionally estimated at slightly 
over US$13 billion in 1969. This is approximately 
the same as the figure for 1968. However, the share 
of official aid and capital in this total financial flow 
has declined from two-thirds in 1964 to less than 
one-half in 1969. 


A number of instances have been cited already, 
as in the case of Ceylon, Iran or Pakistan, where 
debt-servicing commitments and relatively declining 
aid flows have given rise to severe balance of payments 
problems. 
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Table II-2-13. Developing ECAFE countries: 


(in million United States dollars) 


official flows, 1965-1968 


Total net 


Official 
average aid 
(1966-1968) 
as percentage 
Country 1965 1966 1967 1968 of imports 
of goods 
and services 
(1967) 
Afghanistan 53.9 512 39.7 27.9 71.6 
Ceylon fs 15.7 31.5 46.2 44.6 11.3 
China (Taiwan) . 67.5 60.8 85.6 65.7 8.0 
India . A ee ee tL coset 220.8 i soa 993.1 43.8 
Indonesia SUN PR Fa 42.9 81.5 248.5 291.0 25.5 
Korea, Republic of . ... 220.4 209.2 261.5 287.2 23.7 
Laosigr. eg. Arg at 68.2 68.5 73.6 60.5 217.8 
Malaysia i540 wipasteet” Eauets 34.4 47.2 39.9 59.8 4.0 
Pakistan eos? tase ome a 411.6 535.2 491.7 35.9 
Philippines . . . . » 109.0 67.6 113.7 104.5 7.1 
Sy Naland pues ic ns “46.8 53.6 60.9 70.3 5.8 
Viet-Nam, Republic of . . 315.7 508.7 448.4 445.1 54.3 
Unspecified . . . . . 22.1 24.6 20.1 27.2 
2,859.3 2,903.9 3,414.3 3,043.6 
Over-all total . . . . 6,646.9 6,861.4 7,267.1 7,080.4 
Official flows to Asia as per- ~ ; 
centage 6f total ... « « % 43.0 42.3 47.0 43.0 
Official flows to India as per- 
centage of flows to Asia . 63.3 56.4 55.0 48.8 


= 


Source: OECD. 


Fourthly, there are the effects of the United 
States disengagement in Viet-Nam to be considered. 
While the effects of this withdrawal will not be 
sudden, they are likely to prove adverse to the balance 
of payments prospects of a number of countries in 
the region. To some extent, these effects will be 
offset by greater expenditure upon reconstruction, but 
already significant balance of payments effects have 
been experienced by the Republic of Korea and 
Thailand, without any offsetting increase in develop- 
ment expenditure. 


Because of the new agricultural strategy and 
buoyant demand conditions in the developed countries, 
the favourable trend in agricultural and industrial 
output and in exports that started in 1967 was 
sustained in 1970 in a large number of the ECAFE 
developing countries, though the rates of increase 
were reduced in a few cases. In some countries, 
however, the investment situation has continued to 
stagnate for a variety of reasons, the more significant 
being the decline in external assistance and rising 
debt-service obligations. 


The most disturbing feature’of the current scene 
is that this stagnation in investment is likely to 
continue in 1971, and possibly in 1972, because of 
likely developments in the world economy. As 


mentioned above, the slowing down in economic 
activity in the developed countries as a group is 
likely to have an adverse effect on the exports of 
the developing countries. Further, because of rising 
debt-service obligations and the virtual stagnation in 
the level of external assistance, the net transfer of 
resources from the developed countries is likely to 
decline in absolute terms. 


Growth rates of industrial output may fall in 
a number of countries because of the decline in 
demand by the developed countries and the consequent 
reduction in the capacity of the developing countries 
to import essential raw materials, spare parts, etc. 


The impact of these factors on investment activity 
is likely to be serious because it will affect not merely 
the capacity utilization rates of the production 
capacities already built up but will also impair the 
growth potential of the developing countries in the 
Second Development Decade. Indeed, there is a 
serious possibility that the growth targets of the 
decade may not be realized, unless the international 
community plan their efforts in a concerted manner. 


On the one hand, therefore, it is important that 
the stabilization policies in the developed countries 
should be devised so as not to affect adversely on 
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the prospects of the developing countries. Indeed, 
the developed countries and the international agencies 
need to increase the flow of external assistance and 
to put into action the proposals for trade preferences 
which, in many instances, have already been accepted 
in principle. 


_ On the other hand, ECAFE developing countries 
should hasten to reach agreement about proposals for 
regional co-operation that are currently under dis- 
cussion. Any delay in these sieps towards greater 
regional co-operation will adversely affect growth 
possibilities in the Second Development Decade. 
Regardless of the actions of the developed countries, 
the developing countries cannot afford to lose time 
in assisting themselves. 


It is obvious that the developing countries need 
to increase the rate of saving in relation to GNP in 
order to offset the possible decline in net external 
assistance. Indeed, apart from the external assistance 
factor, increased savings will be required if the 
growth objectives of the Second Development Decade 
are to be attained. Monetary and fiscal policies need 
to be directed towards this objective in a much more 
concerted and effective manner than has been the 
case so far. Policy instruments need to be devised 
to create surpluses in the agricultural sector and to 
channel these surpluses towards essential investment 
projects. The structure of financial institutions, and 
the structure of interest rates need to be effectively 
used in a well-co-ordinated manner for the purposes 
of raising the saving rate and for the efficient and 
rational allocation of investment funds. 


In some cases, it is likely that attempts to increase 
the domestic saving rate may be frustrated if adequate 


external assistance is not available to meet the possible 
trade gap. For this reason, countries should explore 
the possibility of financing investment projects in 
certain fields with a low import content; these fields 
would largely be related to agriculture and the use 
of local materials and skills. Further, policy instru- 
ments should be devised with a view to economizing 
on the use of imports and reducing the import content 
of over-all investment and consumption; these instru- 
ments involve trade and exchange rate policies as well 
as monetary, fiscal and investment policies. 


Finally, it is essential that recent progress in 
agricultural activity should be maintained. Vigorous 
efforts need to be made to promote cash crops, rice 
and other foodgrains, and to increase output of dairy 
farms, poultry farms, horticulture and fisheries. In 
order that research results may reach the farmers, 
agricultural extension activity must be adequately 
strengthened. Further, in such areas as the supply 
of exports, marketing, credit facilities, storage and 
irrigation and water management, machinery needs 
be devised for co-ordinated action. Reduction in 
income inequalities in the agricultural sector should 
be realized by positive measures to improve the 
condition of small farmers and dry farming areas, 
and by effective land reforms and rural works 
programmes. 


The over-all performance during the Second 
Development Decade will determine whether there will 
be a sustained improvement in the living conditions 
in the developing countries in an international climate 
of peace and stability. The challenge has to be 
met not only by the developing countries but also, 
to a greater extent than previously, by the developed 
countries. 
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Chapter III 


CURRENT ECONOMIC DEVELOPMENTS AND POLICIES 
IN THE COUNTRIES OF THE ECAFE REGION 


Afghanistan 
Introduction 


On the eve of the fourth year of its third five- 
year plan (1967/68-1971/72) Afghanistan’s economy 
rose from its low level of growth of the past three 
years. With excess capacity built up in its infras- 
tructure during the second plan, it is now devoting 
more resources to commodity production, but such a 
shift is inevitably slow. In the agricultural sector, 
the strategy of supplying improved varieties of seeds, 
subsidizing the sale of fertilizers, and supplying water 
through minor irrigation works has begun to yield 
results. However, in the industrial sector, the in- 
crease in production actually achieved would have 
been greater if excess capacity had been more fully 
utilized. R 


Exports regained their past momentum. How- 
ever, imports have also risen and external aid has 
declined, with consequent pressure on the balance of 
payments. To induce more exports, the gap has been 
narrowed between the free market exchange rate and 
the official exchange rate at which export proceeds 
have to be surrendered in the case of some of the 
country’s major exports. Apart from this, the gap 
has been widening, so that greater support for the 
official rate has been required at the expense of 
convertible foreign exchange. 


External aid to finance development expenditure 
has been decreasing more than was envisaged in the 
third plan, but the repayment burden on the external 
development loans received in the past has been 
growing. The budgetary surplus intended for deve- 
lopment expenditure has not materialized at the rate 
anticipated in the plan owing to lack of legislative 
approval of proposed direct taxes on land. In fact, 
the budget for 1970/71 had still to be approved, even 
though the financial year started on 21 March. Resort 
to deficit financing has resulted in monetary expan- 
sion, but its potentially inflationary effect on the cost 
of living has so far been cushioned by increased 
agricultural output and the drawing down of foreign 
exchange reserves. 


In Afghanistan, public investment has been the 
engine for economic growth, though steps are being 
taken to enhance the role of private investment. To 
achieve the targets of the third plan in the coming 
two years, without resort to inflationary deficit 
financing and the consequent pressure on the balance 


of payments, it will be necessary to mobilize more 
domestic resources to finance public development 
expenditure. With the larger part of income coming 
from land, more resources from land taxation will be 
necessary. 


Rate of growth 


The rate of economic growth of Afghanistan, 
which had averaged about 2 per cent in the recent 
past, increased to 2.9 per cent in 1969/70. Increases 
in output over that of 1968/69 were 3 per cent in 
grains, about 10 per cent in cash crops, about 2 per 
cent in fruits and vegetables, 29 per cent in gas and 
minerals, 15 per cent in manufacturing and 5 per 
cent in handicrafts. 


‘Afghanistan’s population in 1969 was 16.6 
million, and, according to official estimates, it is 
growing at a rate of 2.5 per cent a year. Family 
planning has received low priority. 


Development strategy 


The Government’s current development efforts are 
aimed at achieving the targets of its third five-year 
plan (1967/68-1971/72), as substantially modified in 
1968. 


The revised third plan provided for a further 
shift in the sectoral distribution of investment towards 
increasing agricultural and industrial production, with 
greater reliance on private investment, and for a 
reduction in the levels of investment in irrigation, 
power generation, and social services. However, this 
shift from infrastructural projects to commodity- 
producing sectors has been difficult to achieve. The 
existence of excess capacity in infrastructural facilities 
is recognized, but complementarity among large-scale 
projects has precluded a rapid shift. For example, 
a thermal power plant is required to take advantage 
of natural gas production and further construction of 
highways must take place to complete the network. 
In the revision of the third plan, the general objectives 
remained unchanged, but the size of the plan was 
reduced. 


Development outlay 
Public sector outlay 


Public sector development outlay is budgeted at 
Af5,962 million for 1970/71, an increase of 53 per 
cent actual development expenditure in 1969/70. To 
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finance this accelerated expenditure, the Government 
has proposed an increase in the current budgetary 
surplus from the actual Af116 million in 1969/70 to 
Af862 million in 1969/70 and it anticipates an in- 
crease in external aid from Af2,467 million to Af4,200 
million. Borrowing from the central bank, on the 
other hand, is to decrease from the previous year’s 
level of Af1,317 million to Af900 million in 1970/71. 
Parliament has not yet approved tax proposals con- 
tained in the budget and budgetary operations are 
presumably being carried on monthly, on the basis 
of the previous budget. 


External aid as a proportion of development 
expenditure declined from 84 per cent in 1966/67 to 
63 per cent in 1969/70. The decline in the major 
component of external aid, i.e., project loans and 
grants, may be attributed to the decreasing number 
of large-scale projects, particularly infrastructural. 
The decline in commodity aid is related to improved 
agricultural performance. For example, the important 
item in commodity assistance is wheat, but, as a 
result of better harvests, not all of the imported wheat 
has been sold. 


Budgeted surpluses on current account have been 
steadily declining as a percentage of development 
expenditures (from 16 to 3 per cent between 1966/67 
and 1969/70). However, in 1970/71, 14 per cent 
of development spending is budgeted to come from 
this source. Expenditures on debt service and sub- 
sidies (particularly exchange subsidies) have shown 
a continuing upward trend, and, in the last three 
years, an accelerating trend. The other main com- 
ponents of ordinary expenditure, such as defence and 
administration, have maintained their share in the 
total, with the exception of expenditure on education, 


Among the main sources of revenue, proceeds 
from the sale of natural gas have been growing 
fastest, rising from about 2 per cent of current 
revenue in 1967/68 to slightly more than 10 per cent 
in 1969/70. Another dynamic source of revenue has 
been profits from government monopoly operations. 
Revenues from import duties and export taxes account 
for nearly 30 per cent of the total and are likely 
to increase with the upward trend in commercial 
imports. More than three-fifths of the current surplus 
budgeted for 1970/71 is to come from increases in 
direct taxes which at present account for 9 per cent 
of total revenues. The scope for raising direct taxes 
is limited, however. In the industrial sector, exemp- 
tions are provided to stimulate expansion, and 
agriculture, the primary source of income, is exempt 
from the general income tax. A land tax, graduated 
according to different categories of land has been 
proposed, but has met with legislative opposition. 


Private sector 


The recent shift to directly productive sectors 
like agriculture, industry, and mining has enlarged the 
role of private investment in the country’s “mixed 
and guided economy”, and the Foreign and Domestic 
Private Investment Law of 1969 provides various 
financial incentives for foreign and domestic private 
investment in specified areas. The response appears 
to be encouraging. Legislation for setting up an 
Industrial Development Bank, to extend short- and 
long-term credit and provide managerial and technical 
assistance, was submitted to Parliament in 1967 but 
has not yet been enacted. The Agricultural Develop- 
ment Bank, whose function is to extend short- and 
long-term credit to farmers, has been reorganized and 
provided both with additional capital from domestic 
and external sources and with additional experienced 
personnel. 


Production trends 
Agriculture 


Agriculture is the mainstay of the economy 
accounting for a little more than half of the gross 
domestic product, and, in 1969/70 there was a general 
upward shift from the low level of agricultural 
production of the past few years. In line with the 
recent shift in emphasis from infrastructural to direct- 
ly productive activity, the Government has increased 
its efforts to augment agricultural production. It is 
putting greater emphasis on the construction of minor 
irrigation works, it is promoting the use of new and 
improved varieties of seeds, it has increased the supply 
of subsidized imported fertilizers, it provides price 
incentives for producers of cash crops, and it attempts 
to provide both short- and long-term agricultural 
credit. 


The major development efforts in the agricultural 
sector have been directed towards irrigation. Thus, 
in the last three years, approximately one-half to 
three-fifths of the total agricultural and irrigational 
budget was earmarked for irrigation and land deve- 
lopment, and, during the second plan period, the 
irrigation and land development budget was more 
than 80 per cent of the agriculture and irrigation 
budget. Of the arable land of 14 million ha, only 
5.34 million is under cultivation, with 3.4] million ha 
dependent on irrigation from rivers and the rest on 
less reliable sources. There has been a shift away 
from large-scale irrigation projects to minor ones 
which have a shorter gestation period and are more 
easily maintained. In 1969/70, for example, the 
Government concluded an agreement with the Asian 
Development Bank for the extension of loans for four 
minor irrigation projects, to be financed after feasi- 
bility studies by the Bank, and it also expects 
International Bank for Reconstruction and Develop- 
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ment (IBRD) loans which will be channelled through 
the Agricultural Development Bank. 


The output of wheat, the country’s main staple 
cereal, is estimated to have increased by 9 per cent 
to 2.45 million tons in 1969/70, as a result of the 
expanded progress of the high-yield wheat programme. 
During 1969/70, the use of improved varieties rose 
threefold from the 1966/67 level to 19,000 tons, and 
the subsidized sale of imported fertilizers was expected 
to have increased from 16,000 tons in 1968 to about 
33,000 tons in 1969. The irrigated area, planted 
with improved wheat varieties and properly fertilized, 
increased from one per cent of the total in 1966/67 
to 4 per cent in 1968/69 and to about 8 per cent 
in 1969/70. With continued momentum, the wheat 
programme will enable the country to achieve its goal 
of self-sufficiency in wheat by the end of the third 
five-year plan, whereas between 1964/65 and 1969/70 
an average of about 100,000 tons of wheat was 
imported annually. While technical aspects of the 
programme, such as the choice of fertilizers to be 
applied to Afghan soil, have been successfully studied, 
formidable problems remain with respect to (a) the 
distribution of improved varieties of seeds and proper 
fertilizers and (b) the provision of adequate supplies 
of water. 


- 


The output of cotton, the country’s mest import- 
ant cash crop, had been continuously declining, but 
is estimated to have increased by about 15 per cent 
to 85,000 tons in 1969/70. This upward trend is 
believed to have continued in 1970/71, through the 
adoption of improved farming techniques and the 
provision of price incentives. Under a package pro- 
gramme, which included the use of improved seeds 
and both French-designed and locally-produced small- 
scale multipurpose implements, improved cultivation 
practices were adopted and the output per acre was 
nearly trebled. Fertilizers and seeds were supplied 
on credit to the cotton-growers by the ginning 
factories. Price incentives, which were generally 
effective in increasing the area under cash crops, 
were provided by the Government which depreciated 
the exchange rate on exports, raised the government- 
controlled ex-farm price by about 40 per cent, and 
granted a subsidy designed to divert exports to hard 
currency areas. However, the subsidy for exports to 
hard currency areas did not prove effective because 
prices in barter countries were too high. At the 
same time, the wheat-cotton price ratio moved in 
favour of cotton, though this is not expected to have 
an adverse effect on the production of wheat. Wheat 
and cotton do compete for land, but the belief is 
that, as cotton is grown on a very small part of the 
irrigated areas, wheat production will not suffer in 
the short run, while, in the long run, any increase 
in the acreage under cotton will be compensated for 
by increased productivity on the land remaining under 
wheat, 
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The new highway system has played an important 
role in the increased production, consumption, and 
export of fruits, production of which has risen from 
826,000 tons in 1967/68 to 834,000 tons in 1968/69 
and 850,000 tons in 1969/70. Another factor has 
been an-eightfold increase in the development budget 
for plant protection over a period of thirteen years. 
With respect to grapes, a wide variety of which are 
cultivated in Afghanistan, the rise in production was 
mainly due to increased application of fertiiizers and 
use of sprays by farmers acting on their own initiative. 


Sugarbeet is cultivated in northern Afghanistan, 
mainly in the Baghan and Kataghan areas. Baghan 
also boasts the only sugar factory in the country. 
Although this factory has a production capacity of 
10,000 tons, production in recent years has been only 
7,000-8,000 tons, probably owing to managerial diffi- 
culties. In any event, the factory has not been able 
to satisfy local demand as sugar continues to be 
imported at a rate of 45,000 tons annually. 


Oilseeds are another crop with a great potential 
for domestic production. With the growing internal 
demand for vegetable oils at present met by increasing 
imports, and with bright export prospects, oilseeds 
have a promising future for growth. In 1969/70, 
about 70 tons of sunflower seed were imported and 
planted and the results were promising enough for 
the pilot trials to be continued. 


Livestock 


Livestock products, such as karakul, wool, hides 
and skins, account for more than one-fourth of the 
total value of Afghanistan’s exports. In the recent 
past, there has been increased awareness of the 
importance of livestock and of the complicated nature 
of the problems involved in its development. The 
number of karakul sheep has been estimated in recent 
years at 15 million, other sheep at about 6 million 
and goats at 3.2 million, and, despite measures taken 
to increase their population, the number has remained 
almost unchanged. The main reasons are the denud- 
ing of pastures from overgrazing, pests and diseases, 
and lack of shelter and shortage of food during the 
severe winters. In 1969 IBRD sent a livestock project 
identification and preparaticn mission and it is hoped 
that the Bank will provide a loan to carry out some 
livestock projects. 


Manufacturing and mining 


In 1969/70, there was a modest reversal of the 
downward trend of industrial production, though, in 
most cases, it has yet to reach the 1966/67 level. 
Industries which recorded increases in production in 
1969/70 compared with the previous year were: 
ginned cotton (13,900-27,000 tons); sugar (5,300- 
7,600 tons); shoes (123,000-161,000 pairs) ; cement 
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(90,000-103,000 tons); and cotton textiles (48.7 to 
49.2 million m). Only in the case of sugar, however, 
did the increase bring production to the level achieved 
in 1966/67. 


Approximately 10 per cent of gross domestic 
product is accounted for by industry where the share 
of large-scale production is one-fifth of the total, most 
of the manufacturing being carried on in small-scale 
establishments. Factory production, except of cement, 
consists largely of consumer goods. There are 
modest-sized metal and repair industries, and a 
medium-sized fertilizer plant is being constructed. 
Carpet making is the major handicraft in the country. 


Excess capacity prevails in such important indus- 
tries as textiles and sugar, pointing to the possibilities 
of import substitution. For example, in the cotton 
textile industry (the most important manufacturing 
industry in the country), capacity is far from being 
fully utilized. In 1969/70, the three private mills 
with capacity of more than 90 million m produced 
only 49.2 million. Despite this situation, additions 
to installed capacity in the textile industry are being 
made with the construction of a mill at Bagrami 
which will have an installed capacity of 12 million m 
and another in Mazar-e-Sharif with 12 million m 
capacity; both mills are owned by the State. A large 
number of private rayon-textile projects have been 
approved, with a total installed capacity of 80 million 
m, and an estimated sales potential of US$27 million, 
compared with the present US$7 million imports of 
fabrics other than cotton. 


In 1966/67, natural gas pipelines in the northern 
region of the country leading to the USSR were 
completed and gas has started flowing to the USSR 
in increasing volume, from 500 million m* in 1967/68 
to 2,600 million m? in 1969/70. To take further 
advantage of gas reserves, a chemical fertilizer plant 
with a capacity of 105,0Q0 tons of ammonia nitrate 
is under construction, to be completed by 1971. In 
addition to meeting domestic demand, the plant is 
expected to provide a sizable surplus fot export. 


The iron ore reserves at Hajigak, with a high 
purity of 60 per cent iron content, are estimated at 
more than 2,000 million tons. They have remained 
unexploited since their discovery in 1960 owing to 
lack of sufficient domestic demand and to transport 
problems. However, the Government of Pakistan has 
recently shown an active interest in using the Afghan 
ore in its steel projects. 


Production of power in 1969/70 was 324 million 
kWh, but a large portion of the installed power 
capacity of 217,000 kW is not being fully utilized, 
mostly because of the inadequate distribution network. 
On the basis of the gas discovered in the northern 
part of the country, a thermal power station with 


an installed capacity of 36,000 kW is under construc- 
tion and will be completed by the end of 1971. 
Power produced by this station will be utilized by 
the fertilizer plant mentioned above and will help in 
the industrial development of the region. 


Transport and communications 


Priority in Afghanistan’s first and second five- 
year plans was given to the development of transport 
with more than 40 per cent of the Government’s 
development budget devoted to this important sector 
of the economy. In the first three years of the third 
five-year plan, on the other hand, expenditure on 
transport was about 16 per cent of the total develop- 
ment budget. 


Of the 6,500 km of useable roads in the country, 
some 4,000 km are all-weather roads, including 2,598 
km of concrete and asphalted highways. Designs 
and surveys have been completed for linking the 
principal regions and cities by means of a ring road, 
and the circle will be completed with the improvement 
of the present unpaved road from Shiberghan to 
Herat (508 km). Surfaced roads have been built 
leading to the frontiers of Iran, Pakistan and the 
USSR, and, despite the present shift away from 
infrastructure projects, there are still some important 
highways to be built to facilitate the movement of 
goods from some agricultural, livestock, and industrial 
centres of the country to the main markets, both 
within the country and abroad. Hence, the con- 
struction of the Pul-e-Khumri Shiberghan Highway 
which was started in 1963/64 was continued in the 
third five-year plan, and, by the end of 1969/70, 
220 km out of the total length of 361 km had been 
completed. Also included in the third plan is a 
project for improvement and asphalting of the 
Khabul-Khoat highway (248 km). In addition, em- 
phasis has been given to the construction of a number 
of bridges and secondary roads, important in linking 
the rural areas with the main highways. 


The traffic density on existing roads is low, the 
busiest roads carrying only 6,000 vehicles a month, 
which is roughly the -apacity for a 24-h day. The 
current average growth of the volume of traffic is 
10.6 per cent per year, and the road network will 
have a considerable reserve capacity for years to 
come. While excess transport capacity built in anti- 
cipation of economic growth will itself generate such 
growth, feeder roads will still be required to a greater 
degree for fuller utilization of the transport system. 


Money supply and prices 


The money supply, defined as currency in cir- 
culation and demand deposits, is estimated to have 
increased by 18 per cent in 1969/70, compared with 
an average annual increase of 2 per cent in the two 
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years preceding 1968/69 and an expansion of 7 per 
cent in 1968/69. The large-scale monetary expansion 
’ in 1969/70 can be attributed mostly to the expansion 
of. domestic credit in the public sector for financing 
the deficits in the government budget, and, to a less 
extent, in the private sector because of the higher 
level of economic activity. In the external sector, 
net foreign assets declined after an increase in 


1968/69, 


In the public sector, the shortfall of revenue 
below expenditure is estimated to be larger than the 
originally anticipated Af623 million. In Afghanistan, 
government deficits are nearly always met by resorting 
to the central bank, and, in 1969/70, it is estimated 
that such borrowing amounted to Af1,000 million. 


Private sector credit, which started expanding in 
the second quarter of 1969/70 even though the active 
karakul export season was over, is estimated to have 
been larger over the year as a whole than in 1968/69. 
Most of this credit is extended for financing domestic 
and external trade, and the sources are the Da 
Afghanistan Bank, which also acts as the central bank, 
the privately-owned Bank Mellie, and the Pashtany 
Tejaraty Bank, largely owned by the Government. 
Working capital loans to industry, including those for 
the short-term financing of cotton purchases by 
ginning factories, are, in the aggregate, comparatively 
small. Apart from the banks, there is no organized 
money market, and there are no provisions for the 
central bank to regulate and control credit. 


Time and savings deposits have been declining 
from their record level in 1966/67. Along with 
demand deposits, they account for about a quarter 
of the total stock of money and quasi-money. Interest 
rates on time and savings deposits vary between 3 
and 6 per cent, compared with lending rates of 8-10 
per cent. However, higher interest rates prevail in 
the unorganized money market. 


The National Price Index, the only one available 
for Afghanistan, fell by 7 points in 1969/70, com- 
pared with a sharp decline of 57 points during 
1968/69. This continued, but more modest, decline 
in the context of an increased money supply during 
1969/70 can be largely attributed to increased pro- 
duction of wheat (the basic staple food) and 
increased imports. 


Balance of trade and payments 


Merchandise exports in 1968/69 rebounded to 
their record level of 1964/65. During 1969/70, 
according to preliminary estimates, they continued to 
rise, and, with the revival of economic growth, 
merchandise imports were also expected to increase 
over their 1968/69 levels. Along with the increase in 
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imports, there was a sizable reduction in aid-financing 
of imports, and these two in combination led to a 
severe strain on the balance of payments. 


Exports 


In 1969/70, merchandise exports increased by 
13 per cent over the previous year to $81 million. 
The most dynamic element was natural gas, exports 
of which rose from $9 to $12 million, but primary 
exports (other than natural gas) still account for 
nearly four-fifths of the total. Among them, exports 
of fresh and dried fruits and nuts have shown a rapid 
growth of about 12 per cent annually. Eastern 
European countries constitute the main outlet, but 
new markets have been developed in Western Europe, 
and India’s demand for fresh fruits from Afghanistan 
has also grown. Earnings from traditional export 
items, such as karakul, wool, and cotton, had been 
declining, but they too, shared in the over-all increase 
during 1969/70. Exports of karakul are estimated 
to have increased from 1.2 million skins in 1968/69 
to 1.7 million in 1969/70, and the price of skins was 
also‘higher. Export earnings from raw cotton showed 
a marginal increase, but carpet export earnings 
continued to decline, on account of deterioration in 
quality and weakening of external demand. Oilseed 
exports, particularly of cottonseed, also fell, but the 
decline here was caused by increased domestic 
demand. 


Unfavourable factors inhibiting the growth of 
exports are being gradually removed. Agricultural 
development programmes have been designed to re- 
duce the impact of the vagaries of the weather on 
agricultural production and to increase the production 
of both cotton and wheat. Ways to increase the 
livestock population and protect the animals during 
severe winters are under active study. Marketing 
methods have been improved in the case of karakul, 
and an institute of producers and exporters of carpets 
has been set up under government aegis. In addition, 
the Karakul Institute has been successfully implement- 
ing an integrated programme which includes selective 
breeding to obtain the colour of pelts most in demand 
in foreign countries, improved feeding, sorting and 
cleaning, and, ultimately, the extension of credit for 
winter needs. Stimulus to higher production and 
exports has been given through an increase in the 
controlled price of cotton and an improvement in the 
exchange rate applicable to export earnings from 
cotton and wool. 


The exchange rate system 


Afghanistan has a system of multiple exchange 
rates. The official rate is Af45 per US dollar and 
the free (bazaar) rate has recently fluctuated within 
a range of Af70 to Af80. In March 1963, when 
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the official rate was fixed and applied to major exports 
and government imports, it was close to the free 
market rate. Since then, inflationary pressures have 
pushed the free rate upwards, and earnings from 
major exports, to which official rates were largely 
applied, have suffered. Because of this, the rates 
applicable to convertible export proceeds from kara- 
kul, cotton, and wool were officially depreciated to 
bring them closer to the free market rate. The 
differences in the discounts between the official and 
market rates, in respect of both bilateral accounts 
and convertible exchange, have also been narrowed 
by export subsidies to cotton and raw wool. Foreign 
exchange sales to the Government at the official rate 
for official imports have been declining, but such sales 
for the servicing of external debt have been increasing. 
The central bank’s surplus from the purchase of 
private foreign exchange over sales to the Government, 
both at official rates, has been used to finance part 
of its excess of sales over purchases of foreign 
exchange at the free market rate, the rest being 
financed out of convertible foreign exchange reserves. 
There has been a steady decline in foreign exchange 
reserves (including the net IMF position), and the 
free market selling rate fell in June 1970 to Af81.5 
to the United States dollar. 


Imports 


Commercial imports, which had been steadily 
increasing, seemed to level off in 1968/69, during 
which they amounted, as in 1967/68, to about US$66 
million. However, with the pace of economic activity 
rising, an increase in commercial imports could be 
anticipated for 1969/70. Aid-financed imports, which 
used to be greater than commercial imports, have 
recently declined to near equality with them, but 
even if this trend is maintained in 1969/70, total 
imports would be greater than in 1968/69. (Official 
trade figures, like others, are provisional for 1968/69 
and unavailable for 1969/70. Trade figures have to 
be interpreted with caution, as smuggling, both of 
imports and exports, is believed to be extensive.) 


More than two-thirds of commercial imports are 
consumer goods, and imports of such goods have 
been rising continuously. Also expected to increase 
are imports of both intermediate goods, whose share 
in the total had been declining, and capital goods, 
whose share had remained unchanged. Programmes 
have been established for the attainment of self- 
sufficiency in wheat within a few years but the 
possibilities for increased domestic production of 
other agricultural products have yet to be explored. 
With respect to such consumer goods as sugar, textiles, 
fats, and leather products, there are significant 
possibilities for import substitution, as excess capacity 
prevails in the domestic industries which produce 
them. However, since there are no quantitative 


restrictions on imports and prohibited import items 
are few, revision of the present comparatively low 
import duties would be necessary for fostering infant 
domestic industries. Also required would be improved 
border control to prevent smuggling. 


Direction of trade 


Afghanistan’s major trading partner is the USSR 
which continues to account for nearly one-third of 
Afghanistan’s exports and nearly one-half of its im- 
ports. In addition to primary goods, major exports 
to the USSR include natural gas, the earnings from 
which are earmarked for servicing the debt incurred 
in connexion with the substantial aid received from 
the USSR. Other major destinations of Afghan 
exports are the United Kingdom, the United States, 
India and Pakistan. The second largest supplier of 
imports is the United States (this includes foodgrains 
under the PL480 programme) followed by the Federal 
Republic of Germany, Japan and India. 


As a landlocked country, Afghanistan is vitally 
interested in improving the transit facilities for its 
imports and exports, and it also acts as a transit 
country for some of the goods sent overland from 
the USSR to Pakistan and India. Transit agreements 
exist with Iran and Pakistan, and a new one has been 
recently negotiated with Turkey. 


Tourism 


The number of tourists in Afghanistan increased 
considerably from 44,540 in 1968 to 63,000 in 1969, 
and the tourist industry, which is still of modest size, 
is rapidly growing. New hotels and roads have been 
built and air travel facilities have been expanded to 
connect fifteen cities. Projects for further improving 
tourist facilities, such as the construction of new 
hotels and the up-grading of the Kabul airport, are 
under study, and there is a possibility that IBRD will 
extend loans for the construction of new hote's. 
According to a non-official expert estimate, if the past 
growth rate of tourism continues for five years, the 
foreign exchange earnings from this sector will exceed 
the present earnings from both karakul and cotton. 


Australia 
Objectives and achievements 


Australian Governments do not engage in long- 
term economic planning. Particular agencies of the 
Federal and State Governments do, however, plan the 
development of their own activities for some years 
ahead. The intentions of federal government agencies 
for one year ahead are brought together in the annual 
budget, and an attempt is made to produce a fiscal 
outcome that will stabilize the economy at a high 
level of employment. But, in general, it is not 


160 


possible to speak in terms of long-term targets, or 
of achievements and short-falls. It is possible, how- 
ever, to distil from policy pronouncements and from 
the actions of Governments a statement of the 
principal objectives of Australian economic policy, 
and to assign to them an apparent order of priority. 


Full employment has held first place for the past 
twenty-five years, yielding only occasionally to the 
balance of payments constraint; and, in the Australian 
context, full employment is in practice a demanding 
objective, permitting no more than 1.5 per cent of 
the labour force to be involuntarily out of work. 


Priority goals manifest themselves in continuing 
attempts to maintain the established activities and 
incomes of farmers in the face of changes in costs, 
markets and technical possibilities of production; in 
a social security programme, which, in the middle 
of 1970, had 1,050,000 persons (or 8.4 per cent of 
the population), together with their dependants, in 
receipt of pensions on a means-test basis; in commit- 
ment to a policy of customs tariff protection for 
undersized as well as large manufacturing industries; 
and in the prescription of minimum wage rates 
through legislation and through the determinations of 
official arbitration tribunals. The third objective, in 
current order of priority, is probably population 
growth. Because the Australian population has always 
been relatively sparse, though highly urbanized, and 
because excellent population data have been available 
ever since the first European settlement in 1788, this 
has tended to be the most widely quoted index of 
progress towards national maturity. 


Price stability, as an objective in itself, has many 
strong adherents. Generally speaking, however, peo- 
ple are prepared to sacrifice it, within the limit of 
perhaps 5 per cent annual inflation, in order to 
achieve one or more of the above-stated goals. 
Where the stability of price level has been given 
primary consideration, it has been because of its 
effect on the balance of payments. 


Despite the strong desire for rising standards of 
living, productivity receives very little explicit atten- 
tion in statements of Australian policy and in actual 
policy measures. Increases in productivity are re- 
garded generally as something that just happens, and 
effects on productivity carry very little weight when 
decisions are made on the pursuit of the other four 
major policy objectives. 


For the last eight years, Australia has been 
eminently successful in achieving the primary goal 
of full employment. The unemployment level in 
1970, of about 1.3 per cent of the labour force, is 
the culmination of a slight but progressive improve- 
ment from 1.6 per cent in 1967. 
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As regards distributional policy, pragmatic ac- 
tions in the rural field have been directed towards 
supporting existing producers and patterns of pro- 
duction, rather than towards changes that would 
maximize rural productivity as circumstances altered. 
In addition, unreliable seasonal conditions have 
strained the capability of Federal and State Govern- 
ments to satisfy farmers’ requests for aid. The 
machinery for general wage determination and settle- 
ment of industrial disputes has been rapidly losing 
its influence on the labour market. The resulting 
inflation, together with the failure of social security 
pensioners to organize themselves as a counter to 
other interest-groups, has, over the last four years, 
destroyed the de facto nexus between pension rates 
and average employee earnings. 


Population growth has continued, year after year, 
at around 2 per cent, with seemingly no end to the 
supply of migrants who havc constituted some 45 
per cent of the increase. Perhaps partly because of 
the demands of immigration on the capital stock, 
despite the very high ratio of gross fixed-capital 
formation to gross national product, which, during 
the last six years, has lain between 26.6 and 27.8 
per cent, the average annual rise in productivity 
during the same period has been a mere 2.4 per cent. 


Australia’s greatest good fortune of recent years 
has been the discovery and exploitation of vast and 
varied mineral resources. Because of this develop- 
ment, the balance of payments constraint will not 
enforce a dampening of domestic activity every few 
years. The most important problems for the imme- 
diate future lie in two fields that are amenable to 
domestic policy: rural reconstruction, where a deter- 
mined programme will end the major problem of an 
indigent farm sector; and industrial relations and 
wage determination, where a new framework is needed 
in which the pursuit of sectional interests also serves 
the common good. 


Over-all growth and the use of resources 


The Australian gross domestic product, measured 
at constant prices, increased by about 5.6 per cent 
between 1968/69 and 1969/70. This was much the 
same as the average annual rate of increase over the 
previous five years. The increase for 1969/70 was 
made up of a growth in the labour force of about 
3.2 per cent and a rise in productivity of about 2.3 
per cent. During the previous five years, the increase 
in the labour force had averaged 2.8 per cent per 
annum, and the rise in productivity 2.5 per cent per 
ahnum. It must be borne in mind, however, that 
the measured rate of productivity growth in Australia 
is subject to a good deal of year-to-year variation 
because of the influence on rural production of 
seasonal factors and fluctuating world commodity 
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markets. Moreover, the estimate of gross domestic 
product at constant prices for 1969/70 is preliminary 
and may need to be revised when fuller information 
becomes available. 


Australian import prices remained fairly stable 
from 1965/66 to 1968/69, but rose in the following 
year by about 1.7 per cent. Export prices fell by 
3.5 per cent between 1966/67 and 1967/68, but by 
1969/70 had recovered to about 1 per cent above the 
1966/67 level. Thus, the terms of trade deteriorated 
markedly between 1966/67 and 1967/68, but had 
improved by 1969/70 to 99.6 per cent of the 1966/67 
level. The economy gains from an improvement in 
the terms of trade but this gain is not included in 
the conventional measurement of changes in produc- 
tion and productivity. If the improvement in the 
terms of trade is included, the rates of growth of 
gross domestic product at constant prices in 1968/69 
and 1969/70 become 9.0 per cent and 5.8 per cent 
respectively, instead of 8.6 per cent and 5.6 per cent. 


Although the total labour force grew by 3.6 per 
cent between May 1969 and May 1970, the increase 
in the female component was 6.4 per cent and in the 
male component only 2.3 per cent. The difference 
resulted from increased work force participation by 
married women, and represented a continuation of a 
marked trend of recent years. 


Measured at current factor prices, the gross 
product of farming enterprises declined between 
1968/69 and 1969/70 by 8.4 per cent. Since 1964/65 
the proportionate contribution of the farm sector to 
gross domestic product has fallen from 11.7 per cent 
to 7.5 per cent. On the other hand, the output of 
the mining industries continued to rise rapidly. 
There are indications that the 10 per cent increase 
in the value of factory production (at current prices) 
in 1968/69 has been repeated in 1969/70, although 
the price component of the latter increase was 
probably about 4 per cent, as compared with 3 per 
cent in the previous year. 


There was practically no change in 1969/70 in 
the general composition of gross domestic expendi- 
ture, with personal consumption accounting for 58.0 
per cent, government current expenditure for 12.2 
per cent and fixed capital formation for 26.3 per cent. 
There was, however, a small shift from private towards 
public capital formation, with the latter accounting 
for 9.0 per cent of gross domestic expenditure in 
1969/70, as compared with 8.4 per cent in 1968/69. 


There was a large decrease in 1969/70 in the 
extent to which the economy relied on capital from 
overseas. The net capital inflow, less the increase in 
gold and foreign exchange reserves, represented 9.5 
per cent of gross domestic capital formation in 
1969/70. The corresponding figures for the years 


1966/67 to 1968/69 were 10.1 per cent, 16.7 per 
cent and 12.5 per cent respectively. This was a 
reflection of a very healthy balance of trade, with 
exports exceeding imports by A$405 million: there 
had been a trading surplus of A$14 million in 1968/69 
and a deficit of A$218 million in 1967/68. As far 
as can be determined at this stage, the voluntary 
private capital inflow remained buoyant, with undis- 
tributed income providing A$370 million and other 
direct investment A$330 million (together equalling 
a little over 8 per cent of gross domestic capital 
formation), 


Personal saving was already unusually high in 
1968/69, at 19.4 per cent of personal disposable 
income. In 1969/70, it increased further to 19.8 
per cent. The surplus of public authorities on current 
account also showed a relative increase, rising from 
6.2 per cent to 7.2 per cent of gross national product 
at market prices. Thus, gross domestic saving rose 
from 26.4 per cent to 27.0 per cent of gross national 
product. At the same time, the net increase in 
government debt fell from A$493 million in 1968/69 
to A$211 million in 1969/70, a decline from 19.6 
per cent to 7.8 per cent of government capital 
formation. 


In 1968/69, imports were 15.6 per cent of gross 
domestic product and exports were 14.3 per cent. 
In 1969/70, imports remained at 15.6 per cent, but 
exports increased ‘to 15.7 per cent. While a small 
part of the latter change is attributable to the 2.7 
per cent rise in average export prices (calculated 
from official estimates of exports of goods and services 
at current and constant prices), most of it resulted 
from increases in the quantum of exports. The most 
notable of these were increases of 35 per cent in 
meats, 33 per cent in cereals, 43 per cent in metali- 
ferous ores and concentrates, and 30 per cent in 
refined metals and machinery. The total increase in 
merchandise exports, valued at constant prices, was 
19 per cent. Further large increases in most of the 
expanding categories of exports were evident in the 
early months of 1970/71: on a seasonally adjusted 
basis, the index of exports at constant prices for the 
September quarter of 1970 was 10 per cent above 
the average for 1969/70. 


The fall of 8 per cent in gross farm product 
at current factor prices in 1969/70, combined with a 
small increase in wages and other costs, was reflected 
in a decline of 17 per cent in the income of farm 
unincorporated enterprises. In consequence, their 
share of gross national product at factor cost fell 
from 5.1 per cent to 3.9 per cent. 


Despite the decline in the fortunes of major 
sectors of rural industry, gross national product per 
capita, adjusted approximately to eliminate the effect 
of price rises in the items of the gross national 
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expenditure, increased by 3.3 per cent in 1969/70. 
This followed increases of 6.7 per cent in 1968/69 
and 0.8 per cent in 1967/68. There was a corres- 
ponding increase in the average real earnings of male 
employees (adjusted for the rise in consumer prices) 
of 6 per cent in 1969/70, following rises of 6 per 
cent in 1968/69 and 2 per cent in 1967/68. 


Consumer prices rose by about 3.2 per cent 
between 1968/69 and 1969/70, following increases 
of 3.3 per cent between 1966/67 and 1967/68 and 
2.6 per cent in the succeeding year. The largest 
increase occurred in the costs of housing, which went 
up by 5.9 per cent in 1969/70. The prices of 
clothing and drapery rose by 3.1 per cent, food by 
2.2 per cent, household supplies and equipment by 
1.2 per cent and miscellaneous items (tobacco, beer, 
newspapers, motoring, metropolitan fares and other 
services) by 3.8 per cent. The level of wholesale 
prices for basic materials and food-stuffs rose by 
only 1 per cent. This index, however, being based 
on the average consumption pattern in the years 
1928/29 to 1934/35, has become increasingly inade- 
quate as a measure of wholesale price levels; a new 
index for materials used in non-house building showed 
a rise of 4.6 per cent between 1968/69 and 1969/70. 
Towards the end of 1970, there were expectations 
of more rapid inflation as a result of a national 
increase of 6 per cent in the minimum wage rates 
determined by the industrial arbitration system, which 
was to operate from the beginning of 1971. 


Sectoral production 
(a) Agriculture 


General. There has been a slight upward trend 
in recent years in the total area of rural holdings, 
accompanied by a small increase in the average size 
of holdings. At the same time, the rural work force 
has continued to decline: between March 1965 and 
March 1969 ihe number of males fell by 6 per cent, 
despite a growth of 9 per cent in the total male 
labour force of the economy. 


Over the same four years, however, the area 
under crops increased by 36 per cent and the area 
under sown grasses and clovers by 20 per cent. Crop 
yields per acre, too, have shown a general upward 
trend despite the setbacks of droughts. The quantity 
of artificial fertilizers used rose by 18 per cent 
between 1964/65 and 1968/69 to reach 4.19 million 
tons in the latter year. There has been no significant 
increase in the last few years in the area of land 
under irrigation or in the use of aerial agriculture. 


Production and exports. The net result of the 
foregoing factors has been a fairly consistent upward 
movement in the volume of rural production. Be- 
tween 1964/65 and 1969/70, the output of wool rose 


by 15 per cent, of butter by 9 per cent, of mutton 
and lamb by 30 per cent, and of pigmeat by 45 
per cent. Over the four years to 1968/69, the total 
production of crops, measured at constant prices, 
increased by 34 per cent; and this included an 
increase of 48 per cent in wheat output. 


Australian rural production is heavily influenced 
by variations in annual rainfall and in its seasonal 
incidence. 
setback in 1967/68 as a result of drought: there was 
a decline of 41 per cent in wheat production and 
of 20 per cent in production of other crops. Drought 
again depressed output levels in 1969/70. It was a 
reduction of 14 per cent in the quota for deliveries 
to the Australian Wheat Board, however, that was 
chiefly responsible for the decrease in wheat output 
from 544 million bushels in 1968/69 to about 400 
million bushels in 1969/70. Dry conditions in 
Queensland led %o a fall of about 20 per cent in the 
output of sugar. Meat production, on the other hand, 
rose because of considerably higher slaughtering rates 
in the southern States and, in the cattle industry, 
higher average weights at slaughter. With some 
movement of farmers out of wheat, wool production 
increased by almost 5 per cent to a record total of 
2,043 million lb. 


Generally speaking, variations in the output of 
Australian primary products are reflected in the 
quantities available for export rather than in the 
supplies coming on to the home market. Exports 
have tended to absorb more than 40 per cent of the 
output of butter, around 70 per cent of sugar and 
of wheat, and some 95 per cent of wool. In some 
cases there can be a substantial carry-forward of 
stocks from one year to another, as occurred with 
wheat in 1969. Thus, despite the reduced output of 
wheat in 1969/70, the physical volume of exports 
of cereals was 33 per cent higher than in the previous 
year. With greater meat production, exports were 
up by 36 per cent, while, for wool, the rise was 7.5 
per cent. All other rural products together showed 
a decline in export volume of about 2 per cent. 


Although 1969/70 saw an over-all increase in the 
physical volume of rural production, the gross value 
of production declined by 8 per cent. This was the 
result of a weakening of prices. Compared with 
1968/69, the average export price of wool was down 
by 12 per cent, and of cereals by 8 per cent. The 
price of wool suffered a continuous decline throughout 
1969/70 and into the early months of 1970/71. For 
cereals, also, 1970/71 began with price levels below 
the average for the previous year. Meats, however, 
showed an increase in export price levels of 7 per 
cent during 1969/70, and sugar an increase of 23 
per cent; and, in both these cases, prices were still 
higher in the early part of 1970/71. Smaller price 


. 


Agricultural output received a very serious 
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increases were registered for dairy products and dried 
and canned fruits, but the export future for these 
commodities appeared less secure. In general, the 
problem of Australian rural industry is to identify 
the future growth sectors and to persuade farmers to 
make the necessary adjustments. It is a problem 
which arises mainly from conservatism and inertia, 
interstate jealousies, and the tradition of non-selective 
government assistance to rural sectors which get into 
difficulties from whatever cause. 


In June 1970, after more than a decade of 
discussion and negotiations, the Federal Parliament 
passed legislation for a marginal dairy farms recon- 
struction scheme. The scheme was designed to help 
low-income farmers to leave the industry, and involved 
financial aid for the amalgamation of marginal farms 
into economic units, with emphasis on diversification 
away from dairying. The State of Western Australia 
offered its co-operation from the beginning, and, at 
a meeting of the Australian Agricultural Council, 
Queensland, South Australia and Tasmania assented 
to proposals to curb dairy production and to imple- 
ment the reconstruction scheme. New South Wales 
and Victoria agreed subject to further negotiation. 


(b) Industrial production 


General. The Australia and New Zealand Bank 
index of factory production rose by 5 per cent in 
1969/70, making a total rise of 26 per cent over 
the last 5 years. There were increases in 1969/70 
in almost all items of manufacturing output. 


All of the State Governments continued their 
policies of encouraging industrial development by the 
establishment of industrial estates, the provision of 
transport facilities and power at favourable rates, and 
the provision or guarantee of loan finance. 


Manufacturing. There were significant increases 
in 1969/70 in the output of virtually all manufactured 
products, as a result of growth in domestic demand 
and in productive capacity. The most noteworthy 
increases were in newsprint (38 per cent), wood pulp 
(27 per cent), motor cars and station wagons (15 
per cent), television sets (15 per cent) and rotary 
petrol mowers (30 per cent). 


While total employment (excluding rural industry 
and private domestic service) grew during 1969/70 
by 4.1 per cent, employment in manufacturing rose 
by only 2.8 per cent. Over the five years to May 
1970, manufacturing employment declined relatively 
from 34.1 per cent of the total to 31.2 per cent. 


During the last six years, exports of manufactures 
have grown from 11 per cent to 18 per cent of total 
exports of commodities. The largest contributors to 


this growth have been chemicals, motor vehicles and 
iron and steel. 


There has been little change recently in the policy 
measures to encourage the export of manufactures. 
Export incentives are given through a special income 
tax allowance for export market development expendi- 
ture and a payroll tax rebate based on increases in 
export sales revenue. The government-established 
Export Payments Insurance Corporation, which began 
operating in 1957, offers protection to manufactures 
against risks of loss arising from the non-payment of 
their overseas accounts. 


Exploitation of mineral resources. Although 
mining and quarrying account for only about 1.5 
per cent of the employed labour force, employment 
in this industry group has risen by more than 40 
per cent during the last five years, and it must be 
reckoned the most rapidly expanding area of the 
Australian economy. Between 1968/69 and 1969/70, 
the output of iron ore and concentrates rose by 26 
per cent, and of alumina by 25 per cent. Among 
the refined metals, there was an increase of 50 per 
cent in aluminium, 13 per cent in zinc, 11 per cent 
in copper and 5 per cent in lead. Production of 
black coal rose by 12 per cent and crude oil by 
118 per cent; and production of natural gas, starting 
from a very low base, rose almost fourteenfold to 
lift total gas output by 53 per cent. In 1969/70, 
exports absorbed about 40 per cent of coal production, 
78 per cent of iron ore, 19 per cent of copper and 
55 per cent of lead. The exploitation of mineral 
resources has thus been responsible for eliminating 
the recurrent incidence of crises in the Australian 
balance of payments. 


Japan has been the major customer for Australian 
minerals, with long-term agreements for the export 
of iron ore, coal, bauxite and copper; and, in July 
1970, the first refrigerated shipment of liquefied 
petroleum gas from the Bass Strait field left for 
Japan under a long-term contract. Much of the 
capital required to develop mineral resources for 
export has been supplied by the overseas customers. 
Australia meets a very high proportion of the world 
demand for mineral sands concentrates containing 
ilmenite, rutile and zircon. Recent exploration has 
greatly multiplied the known Australian reserves of 
nickel and uranium, and asbestos has been added to 
the list of minerals with which the country is known 
to be well endowed. 


Production of electricity increased by 10 per cent 
in 1969/70, an acceleration of the trend which had 
produced a 37 per cent increase over the previous 
four years. In April 1970, an agreement was signed 
under which the Federal Government will provide 
financial assistance for the building of a very large 
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‘power station near the steaming coal deposits of 

Central Queensland. At about the same time, plans 
were’ announced to increase the capacity of the 
alumina: refinery in the area, already the largest in 
the world, from 1.275 million to 2.4 million tons a 
year. . It was expected that low-cost power and the 
local availability of large and varied mineral deposits 
would lead to the establishment of a complex of major 
export-oriented industries. 


Construction. The building and construction 
industry employs a little. over 8 per cent of the 
Australian work force. The percentage has- declined 
slightly in recent years. The activities of the industry 
are heavily dependent upon the supply and cost of 
credit, and dwelling construction is especially vulner- 
able to variations in monetary policy. 


In 1969/70, while total fixed-capital investment 
in Australia (méasured at current prices) increased 
by 9.0 per cent, private expenditure on dwelling 
construction rose by 14.7 per cent and government 
expenditure on houses and flats by J1.3 per cent. 
For other private building and construction the in- 
crease was 9.7 per cent. There was some slackening 
of house-building activity in the second half of 1970. 


In recent years, building costs have risen more 
rapidly than the general level of prices in Australia, 
and the same has been true of the housing component 
of the consumer price index. 


Services. The most recent data on gross domestic 
product (at current factor prices) by industry of 
origin are for 1967/68. They indicate that, that 
year, service industries, other than ownership of 
dwellings, constituted 43.5 per cent of the total. This 
figure, however, was abnormally high because of the 
effect of drought on rural incomes, and a more normal 
contribution from the service industries would be 
between 41.5 and 42.0 per cent. Of the total gross 
product of the service industries in 1967/68, 19.3 
per cent came from transport and communications, 
33.4 per cént from wholesale and retail trade, 10.4 
per cent from public administration and defence, 18.6 
per cent from community and business services 
(including law and order, health, education and the 
professions), 7.9 per cent from finance and property, 
and 10.4 per cent from amusement, accommodation 
and other personal services, 


'. External trade and the balance of payments 
(a) Current account 


Australia has been in deficit in the balance of pay- 
ments on current account for the last thirteen years. 
The size of the deficit is partly dependent on seasonal 
' ednditions in the rural export industries and the 
state of world commodity markets for rural and 


mineral products, and partly on domestic fiscal and 
monetary policy which can either dampen the market 
for imports or generate spill-over demand. All of 
these factors are subject to quite severe fluctuations, 
and the:deficit has consequently varied, in the ten 
years to 1969/70, between a negligible amount in 
1961/62 and an amount of A$1,123 million in 
1967/68. The latter figure represented 27.2 per cent 
of total imports of goods and services, and 4.7 per 
cent of the gross national product at market prices. 


Until 1965, at least, the outturn of the balance 
of payments and the consequent state of Australia’s 
international reserves tended to dominate domestic 
policy with regard to aggregate expenditure and 
employment; and because of lags in the recognition 
of balance of payments problems, in the introduction 
of fiscal changes and in their taking effect, federal 
government policy probably more often than not had 
a destabilizing effect on international transactions. 
Over the last decade as a whole, however, the auto- 
nomous inflow of private investment capital has served 
to maintain and even increase the level of Australian 
official reserve assets. 


In the last few years, a new factor has assumed 
major importance. As a result of a succession of 
varied and very large discoveries of mineral deposits, 
some dating back to the 1950s, and long-term con- 
tracts for their export, the Australian balance of 
payments has gained an unprecedented immunity 
from really serious, short-term fluctuations. Mer- 
chandise exports, measured at current prices, increased 
by 35 per cent between 1967/68 and 1969/70; and, 
while imports also rose steeply, the current balance 
of payments deficit was reduced from A$1,123 million 
to A$803 million, or 17.0 per cent of imports of 
goods and services. The achievement was due, in 
some measure, to the recovery of rural industry 
(especially meat production) from the serious drought 
of 1967/68, though some sections suffered renewed 
drought in 1969/70; and it was partly due to a rise 
in exports of manufactures by 51 per cent, in con- 
tinuation of the trend of the vast twenty-five years. 
The main source of the healthy state of the balance 
of payments, however, was the persistent rise in 
mineral exports. Between 1967/68 and 1969/70, 
revenue from unwrought copper, lead and zinc rose 
by A$1,077 million, or 96 per cent, the increase in 
exports of coal was A$80 million, or 94 per cent, 
and of iron ore A$173 million, or 168 per cent. 


Along with the changes in the pattern of Austra- 
lian export trade, there have also been major changes 
in the direction of trade in both exports and imports. 
In 1960/61 the United Kingdom took 23.8 per cent 
of Australian merchandise exports, Japan 16.7 per 
cent, and the United States 7.5 per cent. Japan 
moved into the leading position in 1966/67, and by 
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1969/70 was purchasing 24.7 per cent of Australian 
exports, with 13.5 per cent going to the United States 
and 11.8 per cent to the United Kingdom. Of 
Australian imports in 1960/61, 31.3 per cent came 
from the United Kingdom, 20.0 per cent from the 
United States, and 6.0 per cent from Japan. The 
United States overtook the United Kingdom in 
1966/67, and by 1969/70 the proportions were United 
States 24.9 per cent, United Kingdom 21.8 per cent, 
and Japan 16.7 per cent. The only significant changes 
between 1968/69 and 1969/70 in trade with these 
three countries were a small drop in the share of 
the United States in both exports and imports and a 
large increase in the Japanese share of Australian 
imports. Preliminary figures for the three months to 
September 1970 indicate a continued upsurge of trade 
with Japan, and a strong revival of imports from the 
United States in most categories of manufactured 
goods. 


The tendency over the last few years has been 
for Australia’s three major trading partners to in- 
crease their total share of both exports and imports. 
Australian trade with Asia, other than Japan, has in 
recent years been a diminishing proportion of total 
Australian trade, although the flows in both directions 
have risen in absolute money terms. Australian 
exports to these countries in 1969/70 amounted to 
A$724 million, and imports from them amounted to 
A$463 million. 


New Zealand was fourth among Australian 
customers in 1969/70, taking 4.8 per cent of total 
Australian exports, and sixth among the suppliers of 
imports with 2.2 per cent. These two percentages 
have remained static over the last two years, but 
before that they were tending to converge. A limited 
free trade agreement between the two countries came 
into force at the beginning of 1966, and, from the 
beginning of 1970, its coverage was extended to a 
further list of commodities, mainly iron and steel 
goods. 


(b) Capital account 


For more than two decades, Australia has de- 
pended in most years on a large capital inflow to 
balance her external account. The inflow has fluctu- 
ated considerably, and though these fluctuations have 
tended to parallel and offset those in the current 
balance of payments, there have been sizable residual 
movements in Australia’s international reserves. In 
1967/68, the net capital inflow, less the increase in 
reserves, reached 16.7 per cent of gross domestic 
capital formation. By 1969/70, this figure had 
declined to 9.5 per cent; and, with buoyant and 
assured export income from minerals, it seems likely 
that the economy will become even less dependent 
on capital from overseas in the course of the 1970s. 


The Australian policy towards foreign capital has 
been an open-door one. In practice, virtually no 
restrictions have been placed on private capital inflow, 
or on the repatriation of capital and earnings. It 
is only in the last two years that a policy on take- 
overs of Australian enterprises by overseas interests 
has begun to evolve, and to find expression in isolated 
instances of government intervention. While the need 
for foreign capital was so great, it was perhaps 
understandable that a very liberal policy should 
prevail, despite the misgivings that were expressed 
by many sections of the community at the growing 
commitment for the servicing of foreign indebtedness 
and the growth of foreign ownership of Australian 
industry and resources. But the problem is now 
being viewed more seriously. Investment income 
payable overseas in 1969/70, most of it in distributed 
and undistributed profits of companies, amounted to 
A$794 million, or 16.8 per cent of Australian exports 
of goods and services. This ratio had been stable 
during the three years from 1964/65 to 1966/67 at 
around 12 per cent. Australian investment income 
earned overseas has also been growing, though not 
nearly so rapidly: in 1969/70 the total was A$154 
million. It seems likely that, with the diminishing 
dependence of the economy on overseas capital, moves 
will be made to require a certain level of Australian 
equity participation in foreign-sponsored ventures. 
It is very unlikely that any restrictions will be placed 
on the outflow of capital or income. 


One of the arguments advanced by those who 
are uneasy at the large reliance on foreign capital 
is that Australia, as one of the richer nations in 
per capita terms, ought to be a net contributor to 
the international pool of capital rather than a sizable 
net drawer on it. But Australian contributions to 
international aid, all of them by way of grant rather 
than loan, have fluctuated in the last five years 
between 0.74 per cent and 0.84 per cent of the 
national income. This puts Australia very near the 
top of the list of donor countries in terms of 
proportionate effort. This year’s budget includes 
estimates for nearly A$184 million for economic aid 
to developing countries and territories, an increase 
of 11 per cent over the preceding year. The total 
includes A$126.1 million for Papua and New Guinea, 
and A$57.9 million for other bilateral and multilateral 
aid. The latter type of aid has almost doubled since 
1964/65, the major part of this aid going to Indo- 
nesia and to the Asian Development Bank. Australia’s 
aid is mostly directed towards basic infrastructure 
projects, such as road and bridge construction, port 
development, dams and provision of water supplies, 
and telecommunication and aviation facilities. 


In April 1970, the Federal Government an- 
nounced an expanded programme of grants to 
Indonesia for the three years to June 1973, involving 
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a total of A$53.8 million, compared with the A$15 
million given in 1969/70. The change from an 
annual basis of decision-making was intended to 
enable the Indonesian Government to integrate the 
grants with its own planning. In July 1970, the 
Federal Treasurer announced that Australia would 
contribute almost A$43 million over the three years 
to 1973/74 to the third replenishment of the re- 


sources of the International Development Association. 


Population and social development 
(a) Population and labour force 


At 30 June 1970, the Australian population stood 
at 12,552,000. This is small in relation to the total 
area of 2,968,000 square miles; but it should be 
borne in mind that about one-third of the continent 
is arid, another third receives only a very light and 
very uncertain rainfall, and much of the remainder, 
around the eastern and southern coasts, Is moun- 
tainous and has relatively poor agricultural potential. 


In recent years, the population has been growing 
at about 2 per cent a yedr, with a tendency to 
accelerate in the last two years as a result of a slight 
rise in the birth rate. A little over one half of the 
growth in population typically comes from natural 
increase, and the remainder from net immigration. 


The immigration programme, commencing ‘in the 
middle 1940s with displaced persons from Europe, 
and continuing with free and assisted passage schemes 
negotiated with a number of countries, had added 
to the supply of both skilled and unskilled manpower 
and has provided cultural enrichment for the Aus- 
tralian society. Recently, however, there have been 
increasing doubts about the balance of the economic 
costs and benefits, especially as immigration has 
involved a heavy commitment for capital widening 
(in industry, in housing, and in the social infrastruc- 
ture) and has thus diverted resources from a 
deepening of the capital structure which might have 
produced a more rapid rise in productivity. It has 
also been noted with some concern that immigrants 
have tended to settle in the few, large metropolitan 
complexes, and thus to accentuate the social and 
economic problems of over-large cities. Thus, to- 
wards the end of 1970, the Federal Government set 
up a major investigation into the effects of the 
immigration programme, and it is possible that some 
changes in policy may begin to emerge. 


While the population grew by 10.2 per cent in 
the five years to June 1970, the labour force grew 
by 15.8 per cent. This was due almost entirely to 
a rapid increase in the participation of married 
women: the growth rates for males, married females 
and other females were respectively 11.4 per cent, 
47.4 per cent and 6.7 per cent. By May 1970, the 


labour force participation rates (expressed as percent- 
ages of the corresponding section of the civilian 
population aged 15 and over) were 83.4 per cent 
for males, 33.5 per cent for married females, and 
48.6 per cent for other females. 


(b) Income distribution 


Despite the lack of regular, comprehensive data, 
income distribution is a perennially live issue in 
Australia. Much of the debate centres on the res- 
pective shares in national income of farmers, the 
different groups of employees, social security pen- 
sioners, and retired persons who are dependent on 
their own savings. 


Almost the whole range of employment in 
Australia is covered by a system of minimum wage 
and salary rates prescribed by federal and state 
industrial tribunals. In practice, it is the federal 
tribunal, the Commonwealth Arbitration Commission, 
that sets the standard; and its determinations thus 
affect the level of wages costs throughout most of 
the economy. Much of the output of farmers is sold 
on world markets at prices which are little influenced 
by the level of costs in Australia. Thus, wage in- 
creases redistribute income away from the farmers. 
The income of federal social security pensioners 
(aged, invalid, widow and ex-service), who number 
more than 1.6 million persons (or 13 per tent of the 
population), is determined by decisions on rates of 
pension which are usually incorporated in the annual 
federal budget. These groups suffer if wage and 
salary incomes rise more rapidly than pension rates. 


In the annual national wage case in December 
1969, the Arbitration Commission awarded a general 
increase of 3 per cent. As a result of this and other 
influence on the structure of minimum wages, includ- 
ing direct pressure by trade unions on employers, 
the average of adult male rates actually rose between 
May 1969 and May 1970 by 5.4 per cent, and the 
average of adult female rates by 7.5 per cent. 
Moreover, there was a further widening of the gap 
between award wage rates and the actual earnings 
of employees (the “wage drift”, arising from the 
increasing incidence of above-award, overtime and 
similar payments), the latter increasing between the 
June quarter of 1969 and the June quarter of 1970 
by 9.0 per cent. 


During 1970, the Arbitration Commission seemed 
to become increasingly uneasy at the progressive 
diminution of its influence on the Australian indus- 
trial scene. In addition to the widening gap between 
its wage pronouncements and actual wage payments, 
it was losing effectiveness in its original function of 
settling industrial disputes. By late in 1970, it was 
clear that the number of man-days lost in disputes 
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during the year would be well over 2 million, more 
than twice as many as in 1968 and almost four times 
as many as in 1963. 


The Commission’s decision in the 1970 wage 
case, delivered in December 1970, to award a general 
increase of 6 per cent from the beginning of 1971, 
must be interpreted in this light. As an attempt to 
bring the unions back into its fold, it was perhaps 
a heroic gesture, but also almost certainly an un- 
successful one. The full cost to the economy will 
not be evident until the middle of 1971, but it cannot 
fail to be large. The increase has had an immediately 
disruptive effect on the budgets of State Governments 
and their instrumentalities. It has engendered pres- 
sure from the stronger unions to restore the relative 
wage advantages enjoyed by their members. It has 
further darkened the horizon of most of the rural 
export industries. 


Social security pension rates were increased by 
an average of about 3.5 per cent in the 1970/71 
federal budget, presented in August 1970. This was 
not quite enough to compensate for the rise of 3.8 
per cent in consumer prices since the previous budget. 
For many years, up to 1966, the standard pension 
rate had maintained a fairly steady ratio of 22 per 
cent to the average earnings of male employees. 
Thereafter, the ratio showed a downward trend, and, 
even after the increase granted in the 1970/71 budget, 
it was only about 19.5 per cent. Following the 
decision in the national wage case, the Federal 
Government was subject to intensified criticism of 
its policy on pension rates, and it appeared likely 
that a further rise in rates would be introduced early 
in 1971. 


Monetary developments 


Interest rates overseas rose rapidly during 1969 
and reached their peak in and around the early part 
of 1970. It was to be expected that Australian rates 
would respond; and the tendency for inflation to 
accelerate provided additional reason for stringency 
in domestic monetary policy. In August 1969, the 
statutory reserve deposit requirement for the trading 
banks was raised from 9.0 to 9.5 per cent of their 
deposits liabilities, and, in October, it was further 
increased to 10.0 per cent. The long-term govern- 
ment bond interest rate was lifted from 5.4 per cent 
to 6 per cent in July 1969, and sharp rises were 
authorized in bank lending and borrowing rates in 
August 1969 and March and April 1970. 


Although world interest rates were tending down- 
ward from the middle of 1970 or earlier, the 
inflationary pressures in the Australian economy made 
it unlikely that there would be any large-scale easing 
of monetary policy, at least until the federal budget 
for 1971/72. Some sectional relief was provided, 


however. In September 1970, the statutory reserve 
deposit ratio was reduced to 9.4 per cent to permit 
the trading banks to transfer cash to their farm 
development loan and term loan funds, as an aid 
to rural recovery from the 1969/70 drought. In the 
following month, there was an increase in the 
proportion of their deposits that savings banks were 
permitted to devote to housing loans, in response to 
a decline in house-building activity from its peak 
about March 1970. 


The Australian money supply, as officially defined 
(including fixed deposits with the trading banks and 
deposits with the savings banks), increased by 6.2 
per cent between June 1969 and June 1970. On the 
narrower definition of means of payment (notes and 
coin in circulation and current trading bank deposits) , 
the increase was only 4.9 per cent. The dominant 
source of increase was trading bank advances, 
although the rise in the banking system’s holdings 
of government debt was also larger than usual. The 
Reserve Bank, on the other hand, after reaching a 
peak of A$622 million in March 1970 in its advances 
against unsold rural commodities, was able to finish 
the financial year with the outstanding balance 
reduced to A$358 million, or A$122 million less than 
a year earlier. In the first four months of 1970/71, 
the volume of money grew further, so that it was 
above the level of October 1969 by 5.1 per cent, 
on the narrow definition, and 5.2 per cent, on the 
broad definition. Given a prospective increase of the 
order of 10 per cent in gross domestic product in 
1970/71, it was expected that money would become 
increasingly tight if the Reserve Bank continued to 
try to limit the rate of inflation. 


Public finance 


The Federal Government budget for 1969/70, 
presented in August 1969, made no important change 
in taxation rates, but provided for a 7 per cent 
increase in expenditure out of an expected revenue 
growth of 13.5 per cent. The latter arose largely 
from the effects of rising money incomes on the rates 
of personal income tax on the progressive scale, 
although it also reflected the carry-over into the 
1969/70 tax year of the recovery of farm incomes 
in 1968/69. On the outlay side of the budget, the 
major innovation was an adjustment to the means 
test for social security pensions, whereby an indivi- 
dual’s pension would be reduced by only 50 cents 
for each dollar of his independent means above the 
full-pension ceiling of A$520 a year. This, coupled 
with rises of around 6 and 7 per cent in pension 
rates, involved an increase in total social security 
payments of some 15 per cent. 


The budget had been based on an expectation 
of inflation at the rate of about 3 per cent. In fact, 
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the rise in consumer prices between the 1969 and 
1970 budget dates was about 3.8 per cent. Revenue 
thus exceeded the estimate, rising by 14.5 per cent, 
and expenditure rose by 8 per cent. 


The budget for 1970/71 was brought down on 
18 August, almost four months before the Common- 
wealth Arbitration Commission delivered its judge- 
ment in the 1970 national wage case. Again the 
Government appeared to anticipate being able to hold 
inflation to little more than 3 per cent for the ensuing 
year. The budget provided: for rises of a little over 
11 per cent in both revenue and expenditure. The 
revenue estimates allowed for a reduction of one-tenth 
in the rates of tax previously payable on personal 
incomes of up to A$10,000, with a tapered reduction 
above that level. This represented a concession to 
those who had protested at the automatic increase, 
year by year, in the weight of personal income 
taxation because of inflation. Its effect on the revenue 
was largely offset by a rise of 2.5 cents. in the 
dollar in the standard company income tax rates; 
increases in the rates of tax on petroleum products, 
tobacco products, and motor cars and radio and 
television sets; and the introduction of a tax on wine. 
On the expenditure side, the main increases budgeted 
for were in grants and other financial allocations to 
the State Governments (a rise of A$291 million or 
12 per cent), and in social security payments (a rise 
of A$131 million or 10 per cent, including an increase 
of about 3.5 per cent in pension rates). 


The effect of the 6 per cent increase from 
January 1971 in prescribed minimum wage rates, 
and of the larger proportionate increases that will 
follow in negotiated rates and in actual employee 
earnings, will be to transform the federal budget 
drastically during the second half of 1970/71. 
Revenue will be increased by higher private money 
incomes and expenditure. On the outlay side the 
cost of federal government services will rise, and it 
will probably prove necessary to make supplementary 
financial allocations to the State Governments to 
enable them to pay their way. The net effect is 
likely to be a federal budget surplus rather larger 
than the nominal A$4 million that was budgeted for. 


Federal-state financial relations have been gene- 
rally recognized to have been in an unsatisfactory 
state for several decades. At a conference with the 
State Premiers in June 1970, the Prime Minister 
secured their acceptance of a new, five-year arrange- 
ment providing for the progressive assumption by the 
Federal Government of responsibility for debt charges 
on A$1,000 million of state debt; interest-free capital 
grants to the states, commencing with A$200 million 
in 1970/71 and rising thereafter in step with their 
borrowing; upward adjustments in the annual formula 
grants to the States (which originated with the 
Federal Government’s pre-emption of the field of 


income tax in 1942); and some special supplementary 
grants to individual states. 


In an effort to recover some of their lost financial 
independence and flexibility, the State Governments 
had, one after another, in the previous few years, 
adopted a turnover tax in the form of a receipts 
duty, which promised to be a large and growing 
source of revenue. In February 1970, however, the 
High Court, by a majority of four to three, ruled 
that levies by Victoria and Western Australia on two 
companies were invalid under the Constitution, and 
thus destroyed the legal basis of the tax in every 
state. The Federal Govefrnment agreed a week later 
to impose the receipts tax on behalf of the States, 
but had to abandon collection of the tax after 30 
September. At a special conference with the Premiers 
on 8 October, the Federal Government agreed to 
make up the States’ entire losses from the abandon- 
ment of receipts duties until the end of 1974/75. 


Australian city administration appeared to have 
growing difficulties during 1970 to cope with the 
problems of growth, congestion and the despoliation 
of the environment. The deficiencies were partly 
fiscal, since Australian local governments are virtually 
confined to real property taxes and charges for 
business services as sources of current revenue, apart 
from federal and state grants for road works and 
some other, more minor purposes. But, perhaps the 
greater failing lay on the side of planning machinery 
and the enforcement of efficient development. At the 
end of 1970, there was little sign of impending 
improvements, 


The outlook for 1971 


Inflation seems likely to be the dominant econo- 
mic problem for Australia during 1971. It will be 
mainly of the cost-push variety, and will be associated 
with an increasing incidence of industrial strife as 
the better organized and more militant employee 
groups vie with one another to keep ahead of the 
general increase in wages and salaries. It is a 
problem that has already recently beset other advanced 
economies, and the experience of none of them offers 
a ready solution. The Australian answer is likely 
to be a compromise in which the rate of inflation 
is reduced somewhat at the cost of a higher level 
of unemployment. 


Inflation will accentuate the problems of rural 
industry and increase the urgency of proceeding with 
a massive reconstruction programme. It has taken 
some years to gain enough acceptance for this need 
to make it a political possibility, and progress will 
be slow, as well as costly in terms of subsidies and 
other special assistance. However, it is likely that 
there will be progress during 1971, especially in the 
dairying industry. 
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Inflation will also focus even more attention on 
the fiscal difficulties of state and local governments. 
The response during 1971 is likely to be more federal 
aid. But it may be expected that public pressure 
will build up for a thoroughgoing review of the 
allocation of functions and sources of revenue among 
the three levels of government. In particular, there 
will be an increasing campaign for effective planning 
of metropolitan development and for the allocation 
of greater funds for urban transportation facilities. 


The debate on tariff protection for Australian 
manufacturing industry will certainly become more 
intense during 1971. The Tariff Board may be 
expected to continue its review of the justification 
for protection of large segments of secondary industry, 
and to influence public opinion towards a more 
selective approach, 


On the social side, there are likely to be strong 
pressures to establish an automatic link between the 
rates of social security pensions and the incomes of 
the employed sections of the community. The system 
of government health benefits will also be subject to 
searching criticism. In neither of these fields, how- 
ever, is there a prospect of substantial change before 


1972. 


In the main, the problems facing the Australian 
economy during 1971 will be problems arising from 
prosperity. The continued rise in aggregate real 
income raises difficulties in sharing the gains among 
the different sections of the community. The rise in 
real production raises difficulties in allocating the 
product among alternative uses, especially those 
involving expenditure by the subordinate levels of 
government. 


BURMA’ 


In the year ending 30 September 1970, gross 
domestic product (GDP) at 1964/65 prices recorded 
a 3.9 per cent increase over 1968/69. This compared 
favourably with the average 3.0 per cent per annum 
increase recorded over the four years ending 1969/70. 
The average growth rate in population per annum 
over the same period of 2.2 per cent, however, meant 
that the growth in per capita income was, while 
positive, less impressive. 


In the trade sector, the deficit of 212 million 
kyats in the balance of payments for 1969/70 reflects 
the deteriorating foreign trade position. Gold and 
foreign exchange reserves declined to US$107 million 
at the end of September 1970, the lowest level re- 
corded since 1962/63. 


1 Detailed data were not available to the ECAFE secretariat at the 
time this paper was being written to permit the more comprehensive 
analysis that is normally prepared for the Survey. 
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The considerable efforts that the Government has 
made to develop the economy are reflected in the 
level of investment, which registered an annual rate of 
increase of 9.5 per cent, at constant prices, during 
the four years ending 1969/70. The degree of 
austerity that this involved is revealed by the slow 
growth rate of consumption. At over one percentage 
point less than the growth rate of GDP, this was 
slightly less than the population growth rate during 
the period and hence helped to raise the level of 
domestic savings. In 1969/70, total investment was 
equivalent to 13.4 per cent of the’ gross domestic 
product—a substantial increase over the 12.0 per cent 
of 1968/69. At the same time, consumption rose 
significantly and the share of domestic saving in 
GDP fell from 11.9 per cent in 1968/69 to 9. L per 
cent in 1969/70. 


In order to counteract the country’s economic 
stagnation, the Government has been endeavouring to 
develop import-substitution industries, to diversify 
export commodities so as to reduce the traditional 
heavy reliance on exports of rice, to intensify domestic 
investment by continuing to curb consumption and 
to implement programmes for the modernization of 
agriculture. 


Agriculture and forestry 


The agricultural sector of the economy, which 
accounted for over one-quarter of national production, 
grew by 1.2 per cent in 1969/70, as measured in 
terms of: 1964/65 prices. This increase is partly 
attributable to the increasing practice of multiple 
cropping which has more than offset the loss of output 
resulting from a marginal decline in the actual acreage 
cultivated. 


Paddy output during the year under review 
showed a slight decline of 0.5 per cent to 7.859 
million tons. Unfavourable weather and a shift to 
more profitable crops were responsible for this fall 
in rice output. While the yield of paddy per acre 
is similar to that of neighbouring countries, it is 
equivalent to only about 30 per cent of the Japanese 
performance. Much effort has been made to raise 
yields by increased use of chemical fertilizers, and, 
in 1969/70, about 94,000 tons of chemical fertilizer 
were applied. This increased use of chemical ferti- 
lizers was made possible by imported stocks held over 
from the previous year and by increased domestic 
production. Application of pesticides also increased 
considerably during the year under the review and a 
number of flood prevention projects, such as seawalls 
and dams, are under way. They will benefit a total 
of 37,000 acres of land when completed. 


Efforts at modernization and diversification to 
assist agricultural development continued during 
1969/70. A tractor assembly plant was constructed 
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in central Burma, and pilot co-operative tractor 
stations were established in twenty-two selected village 
circles in upper Burma. Farmers were instructed in 
the latest cultivation techniques and the most effective 
method of using fertilizers and insecticides. They 
were also encouraged to grow more jute, cotton, 
groundnut and other crops and 7.1 million kyats 
worth of quality seeds and plants representing twenty- 
one varieties were distributed for that purpose. 
Experimental cultivation of the high-yielding varieties 
of rice, IR 8 and IR 5, as well as Ngwetoe, a new 
Burmese strain, continued. Encouraging results were 
obtained in experiments in the cultivation of Mexipak, 
a high-yielding variety of wheat. 


During the year under review the reconditioning 
of existing sawmills proceeded and three new sawmills 
were constructed. Lumber extraction capacity was 
enlarged and a plywood factory commenced operation. 
Teak output rose by 13 per cent to 340,000 tons 
and hardwood output rose by 4 per cent to 910,000 
tons. Significantly, a ten-year plan, ending 1978/79, 
was formulated for the development of 9 million acres 
of forest and the re-afforestation programme (launched 


in 1967) has been extended. 


Manufacturing industries 


In the year under review, state-run factories, 
power stations and workshops numbered 1,295.  Pri- 
vate sector factories and workshops totalled 16,381, 
of which 44 per cent are under government super- 
vision. In 1969/70, 42.2 per cent of total public 
capital expenditure (372.2 million kyats) was allocated 
to manufacturing industries. 


Many state-run enterprises have not been as 
efficient as the Government had expected. Serious 
consideration is being given to providing these enter- 
prises with a larger measure of autonomy so that 
they might better respond to market influences. 


Statistics on national production at 1964/65 
prices reveal that manufacturing industries showed an 
increase of 3.2 per cent in 1968/69 over 1967/68 
and rose further by 3.4 per cent in the subsequent 
year to 4,607 million kyats. In 1969/70, food and 
beverage output accounted for about three-fifths of 
total manufacturing output, while textiles, housing 
and household equipment accounted for about one- 


fifth. 


Activities in the industrial sector are geared 
towards the construction of factories whose products 
aid import substitution and support agriculture. One 
major development has been the construction of a 
chemical fertilizer plant in Sale. Its test-run has been 
completed and it will initially produce about 55,000 
tons of urea, or 81 per cent of its full output capacity, 
in 1971. Construction of a second fertilizer plant 


Part Two. Current Economic Developments 


with an output capacity of 68,900 tons will be 
completed soon. Both plants will use locally available 
natural gas. 


A plant for producing bottles for medicine, beer 
and soft drinks has been completed. A paper mill 
has been constructed and should have begun operation 
at 60 per cent of its full capacity in March 1971. 
It is intended that it will go into full operation in 
1972/73 when it will produce 6,000 tons of printing 
paper, 6,000 tons of writing paper and 900 tons of 
packing paper. Locally available bamboo will be 
used as raw material. Planned developments, which 
include a paper mill with a daily production capacity 
of 20 tons and a textile complex consisting of a 
finishing plant and a spinning and weaving plant with 
600 looms and 40,000 spindles, will provide welcome 
additions to the country’s manufacturing industries. 
It is expected that annual production of the textile 
complex will be 20 million yards of textiles and 16 
million yards of yarn. 


Mining industries 


Mining industries at 1964/65 prices accounted 
for only 1.7 per cent of national production in 
1969/70. One of the nation’s highest priorities is 
oil exploration. In the year under survey, the state- 
run oil corporation conducted an extensive geological 
survey covering 16,000 square miles. This effort will 
be intensified in subsequent years. 


In 1969/70, a crude oil production of 210 million 
gallons was recorded, only slightly better than the 
previous year’s record of 209 million gallons. Pro- 
duction at new oil fields was encouraging but declines 
in production occurred at old oil fields. The geolo- 
gical survey helped to find three test-wells which are 
reported to be capable of producing 40,000 gallons 
of crude oil per day. The Federal Republic of 
Germany has been helping Burma explore for new 
oil and gas resources and to develop existing oil 
fields by providing long-term loans for on-shore and 
off-shore areas. 


Strenuous effoits are also being made to revive 
the mining of tungsten, tin, lead, lead concentrates 
and antimony. The Government introduced better 
terms for private enterprises so as to induce them 
to produce more and to curb the illegal outflow of 
these minerals. The USSR and Canada have been 
assisting in rehabilitating the country’s mining 
industries. 


Electricity 


Power generation rose by 11.3 per cent in 
1969/70 but the total installed capacity in that year 
was virtually the same as in 1968/69. The hydro- 
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electric industry has been suffering from an insufficient 
supply of water on a year-round basis, but a dam 
now under construction should supply water to power 
three additional 14,000 kW turbines as well as the 
existing three turbines at the Lawpila Power Station. 
This multipurpose dam will also provide irrigation 
facilities for 20,000 acres of crop land and 22,500 
acres of fish breeding grounds, and serve as a water- 
way linking the towns of Loikaw and Yaungshve. 


Transportation 


Vigorous efforts are being made to improve 
transportation facilities for commodities as well as 
passengers. One hundred and seventy-five miles of 
the railway line between Rangoon and Kyungon have 
been double-tracked and the stock of railway cars 
and locomotives has been substantially increased. 
Work has also progressed on road construction, such 
as the 100-mile road connecting Pandaung and 
Taungup and the 168-mile Haka-Matupi road linking 
towns in the northern Chin Hills with those in the 
south. The renovation and extension of the road to 
Mandalay begun in 1966/67 is progressing, with 13 
miles of road between Ntaukkyant and Pegu com- 
pleted during 1969/70. An international telecom- 
munication service was introduced during the year. 


Trade and balance of payments 


Foreign exchange receipts from exports have 
declined continuously since 1964/65 and preliminary 
estimates of the value of exports in 1969/70 indicated 
a fall of 4.1 per cent from the level recorded in 
1968/69 to 534 million kyats. This is slightly less 
than one-half of the 1964/65 performance. 


Foreign exchange earnings from exports of most 
traditional commodities except rice remained stable 
in the year under survey, but timber, metals and 
ores recorded declines on export value. In the case 
of rice, although the quantity exported rose by 72.3 
per cent, foreign exchange receipts increasd by only 
18.3 per cent because of the decline in the inter- 
national price. 


The unsatisfactory export performance of the 
Burmese economy has necessitated a reduction in 
imports. As a result, imports in 1969/70 were also 
less than half of the 1965/66 level. Until 1966/67, 
the reduced flow of imports mainly affected consumer 
goods, but, in recent years, capital goods imports 
have also been somewhat reduced, in spite of the 
attempts made to increase the level of fixed capital 
formation. In all, the trade balance registered a 
deficit of 217 million kyats in 1969/70. 


Non-trade transactions recorded a further deficit 
of 91 million kyats which, together with a net capital 


inflow of 97 million kyats, resulted in a deficit of 
211 million kyats or US$44.5 million 1969/70. Gold 
and foreign exchange holdings at the end of September 
1970 stood at US$107 million, the lowest level re- 
corded in the 1960s, 


Ad valorem import tariff rates ranging from 10 
per cent to as high as 400 per cent are used primarily 
for revenue purposes, but certain essential commodi- 
ties, such as grains, chemical fertilizers, insecticides, 
agricultural machinery and implements, are exempt 
from import duties. In addition, most imported 
commodities are also subject to a sales tax levied 
on the duty-paid value. All of Burma’s foreign trade 
and distribution of consumer goods, raw materials, 
machinery, etc. are directly controlled by the Govern- 
ment which aitempts to balance export receipts and 
import payments so as to maintain foreign exchange 
reserves at a satisfactory level. 


As in other Asian economies, Japan’s share in 
Burma’s imports has been increasing. However, India 
retains its position as the major market for Burma’s 
exports, followed by Japan and the United Kingdom. 


Public finance 


Revised estimates of 1969/70 government ex- 
penditure and revenue reveal a deficit in which total 
government expenditure exceeded revenue by 7.8 per 
cent. The deficit of 593.1 million kyats was financed 
by short-term foreign loans (18.7 per cent), economic 
and technical co-operation assistance from Japan 
(12.5 per cent), inflow of foreign exchange from 
international organizations (5.6 per cent) and other 
sources, including Central Bank financing (73.1 per 
cent). In 1969/70, government revenue increased by 
14.2 per cent. This increase was attributable partly 
to a rise in tax receipts and partly to an increase 
in the receipts of public enterprises as a result of 
their expanded economic activities. Among tax re- 
ceipts, income tax receipts recorded an increase of 
16.7 per cent and accounted for 9.0 per cent of total 
revenue. Receipts from commercial taxes and customs 
also rose by 32.7 per cent. 


On the expenditure side, there was an increase 
in the current expenditure of the public enterprises, 
general administration, debt servicing and government 
investment. The increase in expenditure on social 
welfare activities such as education and health services 
accounted for a good portion of the sizeable increase 
in expenditure on general administration. The Gov- 
ernment has allocated 67.0 per cent of total public 
capital’ expenditure to the development of manufac- 
turing industries, transportation and communication, 
mining and power. The primary sector is to receive 
only 7.5 per cent of public capital expenditure. 
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It is estimated that comprehensive government 
receipts for 1970/71 will increase by nearly 10 per 
cent and expenditure by about 8 per cent over the 
1969/70 revised estimates. The increase in receipts 
reflects the expanding activities of public enterprises, 
as expected receipts from most of the important taxes 
are below 1969/70 levels. Both income tax and 
commercial taxes will fall short of 1969/70 revised 
levels—income tax by 7 per cent and commercial 
taxes by 16 per cent. Revenue from customs and 
excise duties is expected to be at 1969/70 revised 
levels. On the expenditure side, expenses on general 
administration are expected to rise by about 4 per 


Table II-3-1. Burma: 
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cent but no significant increase in debt-servicing is 
anticipated. Public capital expenditure is expected 
to rise by 14 per cent and this increase will be 
more evenly distributed than in 1969/70. Of the 
total public expenditure, 38.1 per cent will be for 
manufacturing, 12.8 per cent for transport and 
communication, 12.2 per cent for defence, 9.1 per 
cent for mining and 7 per cent for the primary 
sector. 


The excess of expenditure over receipts, estimated 
at 521.4 million kyats, is being financed by drawing 
upon cash balances to the extent of 37 per cent and 
by foreign assistance to the extent of 60 per cent. 


National production, consumption and 


investment jin constant (1964/65) prices 


' (in million kyats) 

1965/66 1966/67 1967/68 1968/69 1969/70 

Production 8,170 7,986 8,882 9,133 9,410 
Agriculture 2,371 2,137 2,464 2,520 2,551 
Manufacturing 4,029 3,874 4,317 4,455 4,607 
Services . 3,085 3,013 3,095 3,214 3,387 
Trade 2,325 2,108 2,396 2,455 25599 
Less: Total inter-industry use . 5,978 5,910 6,373 6,579 6,803 
Gross domestic product 7,602 7,197 8,000 8,223 8,549 
Consumptien 7,210 6,424 6,849 7,246 UIA 
Investincrit. pseu mikes See ee 800 913 973 985 1,149 
Source: “Country chapter on Burma”: paper submitted to the twenty-first meeting of the 


Consultative Committee of the Colombo Plan for Co-operative Economic Develop- 
ment in South and South-east Asia, February-March 1971. 


Table IJ-3-2. Burma: 


(in million kyats) 


1966/67 

Dotalireceipiss Sule Gel [le bee e 892 
Tradentwle:, wet eietnbe eri tect 726 
Non-tradesifvnaiaiian) Ciacreuk 84 
Loansand! grants: poses Wisies, “% 82 
Total paymentsnegen ccules 3 ae 994 
Ditade: cols Ae eee dee ake 749 
Non-tradesa; eee gee) canes 209 
Repayments ofloans. . . . . 36 
Errors and omissions —10 
Surplus or deficits (—) —112 


Source: 


Balance of payments 


1970/71 
budget 

1967/68 1968/69 1969/70 __ estimates 
863 839 839 1,048 
545 542 573 663 
68 67 77 69 
250 230 189 316 
958 1,098 1,050 1,127 
785 836 790 880 
141 155 168 151 
32 107 92 96 
5 13 =i = 
-—90 —246 —212 —79 


“Country chapter on Burma”: paper submitted to the twenty-first meeting of the 


Consultative Committee of the Colombo Plan for Co-operative Economic Develop- 
ment in South and South-east Asia, February-March 1971. 
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Exports . 


Rice and rice products 


Table II-3-3. Burma: 


Other agricultural products . 
Metals and ores . 


Timber 
All others 
Imports . 


Consumer goods . 


Capital goods 


Source: 


“Country chapter on Burma”: 
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Foreign trade 


(in million kyats) 


1965/66 1966/67 1967/68 1968/69  1969/708 


929 672 521 557 534 


563 375 238 235 278 
127 115 88 90 90 
50 29 19 47 33 
163 131 155 160 a 
26 22 21 25 19 
804 817 757 753 694 


312 263 333 404 392 
492 554 424 349 302 


paper submitted to the twenty-first meeting of the 


Consultative Committee of the Colombo Plan for Co-operative Economic Develop- 
ment in South and South-east Asia, February-March 1971. 
* Preliminary figures. 


Table II-3-4. Burma: 


and expenditure 
(in million kyats) 


Government receipts 


1969/70 1970/71 
1968/69 = revised budget 
Receipts actual estimates estimates 
Total receipts 6,663.4 7,611.4 8,358.2 
(1) Taxes on production . 565.3 646.2 621.1 
Excise duties 151.2 162.4 166.1 
Excise . is 5).2 54.8 46.0 
Commercial taxes . 133.4 170.3 144.7 
Customs 182.9 220.0 220.0 
State lottery 21.9 23.4 23.0 
Other 24.7 24.3 203 
(2) Income tax 584.6 682.2 635.2 
(3) Taxes on the use of state Eeeneae 1244) 118.05 2123.0 
(4) Other receipts 233.1 2412, 237.8 
(5) Receipts of public eaiiorned 5,156.0 5,923.7 6,741.1 
Total expenditure Sits 7,172.8 8,204.5 8,879.6 
(1) Non-developmental expenditure 1,528.5 1,789.5 1,813.0 
(2) Current expenditure of public 
enterprises ; : 4,917.7 5,533.9 6,061.1 
(3) Public capital espendiane 726.6 881.1 1,005.5 
(a) Agriculture and irrigation , 54.7 50.0 56.4 
(4) Livestock and fisheries . 3.8 <He 6.7 
(c) Forestry . 22.4 11.9 28.2 
(d) Mining . 5 39.4 54.4 91.0 
(e) oer : 244.2 372.2 382.9 
(f) Power 19:7 28.7 45.3 
(g) Transport and communica- 
tion . 144.5. 135.0, 128.9 
(A) Conkndcion 45.3 47.9 43.8 
(i) Trade 11.4 17.6 14.8 
(7) Social services 27.4 32.1 27.9 
(k) Defence . 73.8 84.3 112.9 
(1) States 15.4 14.5 Lis 
(m) Other e's 24.6 29.2 45.2 
Excess of expenditure over revenue . 509.4 293.1) 4521-4 
Sources of finance 509.4 593.1 521.4 
(1) Deposits and miscellaneous 
accounts—people’s savings (net) —2.0 1.9 2.9 
(2) External assistance 210.4 218.9 322.8 
(3) Other . 301-0) 9372:3095195.7 
Source: Government of Burma. 


Ceylon 
Introduction 


Ceylon’s gross national product rose by 5.7 per 
cent in 1969, a somewhat smaller increase than the 
8.3 per cent recorded in the preceding year. The 
main reason for the difference was a slower growth 
of agricultural output. 


While the growth of production slowed in 1969, 
the growth of demand continued unabated. With 
export earnings stagnant, the rise in import expendi- 
ture led to a sizable current account deficit. In 
addition, the strong increase in demand placed 
pressure on local supplies and an increase in the 
consumer price level resulted. While wages increased, 
real wages rose considerably less. Unemployment 
remained at a high level. 


Tax revenue increased in the financial year 
1969/70 (1 October to 31 September), but recurrent 
expenditure increased still more so that the current 
account budget deficit increased. Capital expenditure 
did not reach the 1968/69 level, nevertheless the size 
of the over-all deficit was slightly larger than that 
recorded in 1968/69. Recourse was made to bank 
borrowing to finance this deficit, and the expansionary 


impact of the budget was considerably larger than 
that of the 1968/69 budget. 


Despite a large increase in bank credit to the 
private sector and dependence by the Government on 
the banking system, the money supply fell slightly 
in 1969. The expansionary factors were offset by a 
substantial fall in external banking assets as a result 
of the deterioration in the balance of payments, and 
a further large rise in private sector time and savings 
deposits. 


The growth of output in 1970 is expected to be 
roughly equivalent to that achieved in 1969. The 
strong growth of demand has continued and the 
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increase in the consumer price index has again been 
significant. The Government expects to be able to 
hold imports at the 1969 level, but, with no clear 
prospect of an increase’ in export earnings, the trade 
deficit is likely to be as large in 1970 as it was in 
1969. Service and capital payments will, however, 
increase, and greater dependence will have to be 
placed on short-term accommodating finance to bridge 
the external resources gap. For 1971, the Govern- 
ment indicated in the 1970/71 budget speech that it 
may be necessary to cut the import bill some 20 
per cent in order to ease the balance of payments 
financing problem, 


The budget for 1970/71 predicts a small decrease 
in revenue because of a reduced level of activity 
resulting from increasing restraints on the flow of 
imports. Current expenditure is to be held at the 
1969/70 level, but an increase in capital expenditure 
is anticipated, so that there will be an increase in 
the size of the over-all budget deficit. A large part 
of this deficit is to be financed by domestic market 
loans and foreign aid, and the balance is to be 
financed by a package of new tax and other revenue 
proposals. It is anticipated that the expansionary 
impact of the budget will be small. 


Economic growth and use of resources 


Table II-3-5 summarizes GNP statistics for the 
period 1960-1969. Output grew by 5.7 per cent in 
1969, lower than the rate of growth of output in 
1968( (8.3 per cent), but a creditable achievement. 
Indications for the first half of 1970 are that this 
growth rate has bee~ broadly maintained, but, in 
the light of restraints on the flow of imports in the 
second half of 1970, it is likely that the growth rate 
of output for the year as a whole will be somewhat 
lower. 


Ceylon has an export-oriented production struc- 
ture; one quarter of its gross national product is 
exported. Since export earnings largely determine 
import capacity, it is necessary to take account of 
changes in the terms of trade to determine the real 
purchasing power of GNP. However, available statis- 
tics only permit account to be taken of the terms of 
trade effect of changes in the export price level. On 
this basis, the real purchasing power of output rose 
by 6 per cent in 1969, only slightly below the increase 
in 1968 (7.5 per cent). On the other hand, the 
import price level rose substantially in 1968 and rose 
further in 1969. When account is taken of this 
development, it would seem that the above figures 
overstate the growth rate for real purchasing power 
in both years. A large part of the increase in real 
gross national product has been eroded by the adverse 
movement in the terms of trade. 
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In 1969, population increased by only 2.3 per 
cent, compared with the 1968 growth rate of 2.5 per 
cent and the 1960 growth rate of more than 3 per 
cent. After making allowance for the growth of 
population, per capita GNP (adjusted for the terms 
of trade effect on the export side only) rose by 3.7 
per cent in 1969, compared with an increase of 5.0 
per cent in 1968. For 1970, it seems likely that, 
keeping in mind the prospective trend in export prices, 
the growth rate of per capita GNP will be around 
the 3 per cent mark. 


Agriculture and service activities dominate Cey- 
lon’s productive structure. Manufacturing, construc- 
tion and transportation have increased their percentage 
share of national product, but still trail behind 
agriculture and service activities in terms of relative 
importance. 


Agricultural output grew impressively in 1968, 
the increase being due essentially to a large jump in 
rice production. The growth rate slowed in 1969. 
Unfavourable weather conditions adversely affected 
tea, coconut, and paddy production. For 1970, the 
outlook is not much more promising. Paddy pro- 
duction for the first half of 1970 was some 4 per 
cent greater than during the comparable period in 
1969 and rubber and coconut production were up, 
but there was a further fall (6 per cent) in tea 
production. On the basis of available information, 
it would seem that the agricultural growth rate for 
1970 may slightly exceed the 1969 growth rate. 


Before making any allowance for the terms of 
trade effect, agriculture contributed 35.4 per cent to 
GNP in 1969, compared with a contribution of 38.7 
per cent in 1960. In effect, the contribution of this 
sector to total output has been broadly maintained 
over the decade. If allowance is made for the effect 
of the almost continuous adverse movement in the 
terms of trade for Ceylon’s major agricultural exports, 
however, the contribution of agriculture to the real 
purchasing power of GNP has declined from almost 
40 per cent in 1960 to just under 30 per cent in 
1969. 


Despite this development which necessarily res- 
trained the growth of Ceylon’s import capacity, 
manufacturing activities have shown a very creditable 
growth performance. Growth in the second half of 
the decade has been slightly faster than growth in 
the first half, and growth was particularly rapid in 
1968 (9.7 per cent). The growth rate slowed in 
1969 (5.8 per cent), but there was a quite respectable 
increase in all major categories of industrial produc- 
tion. The 1969 growth rate was broadly maintained 
in the first half of 1970, but import restrictions 
imposed in the second half of 1970 may slow the 
growth rate for the year as a whole. 
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Output of the construction sector increased 27.1 
per cent in 1968. While the increase was lower in 
1969 (18.2 per cent), this sector nevertheless ex- 
perienced very rapid growth. In a large measure, 
the strong growth of demand, combined with greater 
availability of imports of intermediate and capital 
goods, lay behind the remarkable performance of this 
sector. The construction boom continued at a mo- 
derated pace into 1970. 


Output of the transport sector jumped in 1969. 
Service activities also expanded quite rapidly. In 
each of these sectors it would appear that the 1969 
growth rate has been broadly maintained in 1970. 


Most of the sectors grew at a faster rate in the 
second half of the decade than in the first half. In 
comparison with preceding years, growth was parti- 
cularly rapid in 1968 and 1969,,and it was mainly 
developments in these years which pulled , average 
annual growth rates for 1965-1969 above those for 
the period 1960-1964. The reasons for the higher 
growth rate in the latter part of the decade deserve 
consideration. 


Despite a large rise in agricultural output in 
1967, a serious adverse movement in the terms of 
trade negated the impact of this development on 
foreign exchange earnings, and the resulting tight 
import situation acted as a restraint on growth in 
other sectors of the economy. The expansion of 
agricultural output, particularly of rice, continued 
apace in 1968 and reduced demand for food imports. 
At the same time, there was a significant liberalization 
of imports. In consequence, imports of intermediate 
goods in particular increased sharply, a development 
which spurred growth in other sectors. The agricul- 
tural growth rate slowed markedly in 1969 and export 
earnings declined. Spending on imports, however, 
again rose substantially, and an already tight balance 
of payments situation deteriorated. In essence, the 
high 1969 growth rate was achieved by spending 
considerably more than the available domestic re- 
sources. The excess of GDE (gross domestic ex- 
penditure) over GNP jumped from an average of 
3.6 per cent per annum for the period 1966-1968 
to 6.8 per cent in 1969. The Government had hoped 
that an increase in the domestic production of rice 
and subsidiary food crops would free sufficient foreign 
exchange to permit a large rise in capital and 
intermediate goods imports in 1969 and thereby avoid 
any deterioration in the balance of payments. In 
the event, these hopes were not realized. 


The 1969 pattern of development was carried 
over into 1970. With no significant increase in 
external assistance, it became increasingly apparent 
that the rapid growth outside of the agricultural 
sector could not long be maintained, for restraint 


would soon have to be imposed on the growth of 
import demand and this action would adversely affect 
the growth rate. Following the change in the Govern- 
ment in May 1970, the new Finance Minister 
announced that there was a critical shortage of foreign 
exchange, and quantitative import restrictions were 
imposed to restrain the growth of import demand. 


Table II-3-6 provides details of GDE, the trade 
balance, and GNP, all in current market prices. 
Four points deserve attention. First GDE increased 
at a very rapid rate in the second half of the decade 
compared with the first half. The increase in GDE 
was particularly rapid in 1968 and 1969 and during 
the first half of 1970.1 Apart from 1965, GDE has 
consistently exceeded GNP. With restraint on the 
flow of imports, part of the increase in money demand 
was necessarily diverted to home produced goods, 
the supply of which did not increase in step. In 
consequence, the consumer price index rose, especially 
in 1969 (table II-3-7) .? 


The second point of interest in Table II-3-6 is 
that consumption demand accounts for a high pro- 
portion of GDE, but as a result of the rise in domestic 
investment, its share has fallen from 87.4 per cent 
in 1965 to 82.1 per cent in 1969. The rate of 
growth of consumption demand, while high, has been 
less than the rate of growth of total domestic 
expenditure. 


Third, investment demand, which barely increased 
during the period 1960-1964, increased significantly 
each year after 1965 and rose by a substantial 43 
per cent in 1969 (private sector investment rose by 
63 per cent). In a large measure, this increase was 
due to a relaxation of controls over the import of 
intermediate and capital goods. 


Fourth, domestic saving jumped markedly in 
1968 and again increased significantly in 1969, 
although the increase was below that achieved in 
1968 and also below the rate of growth of national 
product in 1969. Investment has consistently exceed- 
ed saving, the difference rising significantly in 1969. 


Balance of payments 


The balance of payments has acted as a restraint 
on economic growth in Ceylon. Table II-3-8 sum- 
marizes Ceylon’s balance of payments situation since 
1967. Tea is the major source of Ceylon’s export 
earnings; it accounted for 64 per cent of export 
earnings in 1967, 59 per cent in 1968, and 56 per 


1 Part of the large rise in 1968 was due to the effect of devaluation 
of the rupee. 

2 The increase in the consumer price index in 1967 and 1968 was 
due largely to an increase in import prices due to devalution and a 
rise in the world rice price level. 
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Table II-3-7. Ceylon: Consumer prices, 1960-1969 


(1963=100) 
Item 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 
Consumer prices, . 5 + « 95 96 97 100 103 103 103 106 HZ 120 
Domestic component. . . . . 96 99 100 100 103 103 103 103 109 118 
Imports after tax and subsidies . . 92 92 94 100 104 104 103 108 114 120 


Source: IMF, International Financial Statistits. 


Table II-3-8. Ceylon: Balance of payment statistics, 1967-1971* 


_(in million rupees) 


Item if 1967 1968 1969 1970 1971 
Exports (f.0.b.) + 1,650 1,976 1,909 1,900 2,000 
— of which: 
Se tet ee ot 1,061 1,162 1,062 
Rubbers :...c2 oo. 677 Pewee 282 331 431 
Coconut products . . . . . 167 331 221 
Imports (c.i.f.) 1,985 2,356 2,653 2,600 2,084 
Trade balance —335 —380 —744 —700 —84 
Services and transfers (net). . . . = — —3 —64 —100 —130 
— of which: 
Profits and dividends . . . . —31 —23 —60 
Other (mostly interest) . . . —22 —30 —44 
Part charges,.etc.). eae 1 104 104 
Current account balance . —335 —383 —808 —800 —214 
Capital payments oe. to. —78 —266 —390 —580 —963 
— of which: 
Short-term finance. . . . . —30 —175 —284 
Long-term finance. . . . —40 —70 —85 
Other ths 8 SS eee —8 —21 —21 
Deficit : —413 —649 —1,198 —1,380 —I1,177 
— financed by: 
Short-term finance. . . . . 187 297 663 
Bilateral balances . . . . . 80 42 18 
External asscts |.) eects 13 —14 86 
Ald. abet eaters. Tone tiaaiereaie A 258 323 407 461 
Pinvate;capitale in | Sune) ancien aera ) 8 9 
Other ie pos, oc) Mie ees 10 7 —15 


Source: Central Bank, Annual Report (1967-1969) and Budget Speech, 1970/71. 


* Estimates for 1970 and 1971 are derived from the Budget Speech, 1970/71. 


> The rise in export earnings in 1968 reflects the influence of the. 1968 devaluation on the 
rupee value of exports. In foreign currency terms, the value of exports declined slightly. 


cent in 1969. Rubber and coconut products are the 
other major exports. Together, these three exports 
accounted for 90 per cent of the value of Ceylon’s 
exports in 1969. 


The value of export earnings fell by Rs 67 million 
in 1969. There was a slight fall in the price of tea 
and a fall in the volume exported so that the value 
of tea exports slumped by Rs 100 million. There 


was also a sharp fall in both the price and the volume 
of coconut exports, with the result that the value o 
coconut exports was down by Rs 110 million. Th 
one bright spot on the export side of the balance o 
payments was rubber. Although volume fell a little 
price jumped by almost 40 per cent as a result o 
supply uncertainties following the Malaysian distur 
bances in May, and the value of rubber exports ros¢ 
by Rs 100 million. 


Data for the first six months of 1970 indicate 
that the quantity of tea exported is slightly down 
compared with the corresponding period in 1969, that 
- has held steady, and that earnings are down 

y Rs 23 million. The quantity of rubber exported 
is also marginally down but price is slightly up, as 
are earnings (up by Rs 3.6 million). The value of 
coconut exports is also up slightly (Rs 10 million). 
The main development of interest in the second half 
of 1970 has been the substantial fall in the export 
price of rubber. It would seem that for the year 
as a whole, the value of tea and rubber exports will 
be below the 1969 level, but the value of coconut 
exports will be up. It is difficult to foresee a 
significant increase in the level of export earnings 
in 1970. 


Imports jumped markedly in 1968 and again in 
1969. Part of the increase in 1968 was due to 
developments following a general devaluation of the 
rupee in November 1967 and part to a further but 
partial devaluation of the rupee in May 1968 (which 
led to a large rise in imports of basic materials, 
machinery and spare parts following the elimination 
of import controls on these goods). A further partial 
devaluation of the rupee occurred in June 1969 and 
the number of goods which could be imported without 
restriction at the depreciated foreign exchange entitle- 
ment certificate rate was increased. This relaxation 
of controls over the flow of imports was the essential 
reason behind the large rise in imports after 1967. 
Without any change in policy, it seemed that imports 
in 1970 would exceed Rs 2,900 million (compared 
with exports of Rs 1,900 million). In view of these 
trends, the new Government imposed a range of 
import restrictions in an endeavour to restrict the 
import bill to Rs 2,600 million, Rs 50 million below 
the 1969 level. 


The difference between exports and imports was 
neglig:ble in 1965. Exports fell in 1966 but imports 
rose slightly, and, in consequence, the trade deficit 
jumped to Rs 344 million. Despite a further fall 
in exports in 1967, imports were restricted and the 
trade deficit was almost unchanged (Rs 335 million). 
In terms of domestic currency, exports rose in 1968 
but imports rose even more and the trade gap widened 
slightly to Rs 380 million. However, a marked 
deterioration in the trade balance occurred in 1969. 
Exports fell slightly, but imports increased strongly, 
and in consequence, the deficit climbed to Rs 744 
million. The prospect for 1970 is no brighter. Ex- 
ports are expected to have been around Rs 1,900 
million and imports are expected to have been held 
to Rs 2,600 million, so the net deficit should be 
about Rs 700 million. 


Added to the trade deficit is a growing deficit 
on services account. In 1967 and 1968, port charges 
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offset profit, dividend, and interest remittances. 
However, in 1969, remittances jumped as a result of 
permitted releases from blocked private funds and a 
rise in interest payments. In consequence, the small 
deficit of Rs 3 million on services account in 1968 
rose to Rs 64 million in 1969 and, largely as a 
result of an increase in interest payments on recently 
incurred foreign debt, is expected to rise to Rs 100 
million in 1970. Thus the current account deficit 
rose from Rs 383 million in 1968 to Rs 808 million 
in 1969 and is expected to approximate Rs 800 million 
in 1970. 


To obtain the external resources gap, it is 
necessary to add requisite capital payments. These 
payments have also jumped markedly from Rs 78 
million in 1967 to Rs 266 million in 1968 and to 
Rs 390 million in 1969 and are expected to have 
reached Rs 600 million in 1970. In a large measure, 
the recent rise has been associated with the repayment 
of short-term foreign debts incurred in recent years 
to finance the external resources gap. 


In sum, the total external resources gap has 
risen appreciably over the past three years. From 
Rs 413 million in 1967, it rose to Rs 649 million 
in 1968, almost doubled to Rs 1,198 million in 1969, 
and is expected to be almost Rs 1,400 million in 
1970. The financing of this gap has proved to be 
difficult. There has been little autonomous private 
capital inflow. External assets, already very low, 
were modestly augmented in 1967 and 1968, but 
drawn down in 1969. Nevertheless, this was not a 
major means of closing the external resources gap. 
The two main sources of finance were aid (which 
has increased some Rs 60 million each year since 
1967 and is expected to reach Rs 460 million in 
1970) and short-term borrowing. The latter has 
grown substantially as the Government has been 
forced to rely more and more heavily on this source 
of accommodating finance; from Rs 187 million in 
1967, it rose to Rs 297 million in 1968 and then 
rose to Rs 663 million in 1969. IMF drawings, bank 
borrowings, short-term credits, and supplier’s credit 
are the main sources of short-term finance. 


The future implications for the balance of pay- 
ments of this trend towards increased use of short-term 
borrowing to close the external resources gap deserve 
consideration. First, as would be expected, there will 
be a further increase in interest payments, and thus 
an increase in the deficit on services account can 
be expected. Second, because the debt is short-term, 
it will have to be repaid in the near future. In 
consequence, it is estimated that capital payments 
will rise from Rs 390 million in 1969 to Rs 580 
million in 1970 and to Rs 963 million in 1971.3 
Thus, before making any allowance for a trade deficit, 


3 Budget Speech, 1970/71, pp. 18-22. 
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the external resources gap in 1970 is estimated at 
Rs 700 million, and, in 1971, at Rs 1,100 million. 
External reserves are already low and aid is expected 
to amount to only Rs 450 million to Rs 500 million. 
Consequently, heavy dependence may again have to 
be placed on short-term borrowing unless the debt 
can be rolled forward and aid can be increased 
significantly. If the debt is rolled forward, and this 
seems likely, the flow of foreign aid will permit the 
Government to continue to run a deficit on current 
account and work towards effecting the structural 
readjustment required to bring demand more closely 
into line with supply. 


Sectoral production ¢ 
Tea ’ 


Tea production declined slightly in 1969 and the 
decline has continued into 1970. Because of low 
prices, tea producers are concentrating on picking 
only the best-quality leaves, because these command 
a higher price. In consequence, production has fallen 
steadily since 1965, although there was a_ small 
increase in 1968 in response to higher prices. 


Apart from the tendency to pick only the choicest 
leaves, production has also been affected by the 
ageing of bushes. Attempts by the Government to 
encourage replanting, especially with high-yielding, 
high-quality, vegetatively-propagated clones, have not 
met with any significant success. Consequently, in 
the 1970/71 budget speech, it was indicated that all 
estates are to be required to outline their replanting 
programmes for the next five years. Moreover, “tea 
estates which do not evince any interest in developing 
their holdings will be liable to be taken over the 
State”.t Apart from this, attempts will be made to 
concentrate production in maximum yield areas, other 
areas being converted to other crops. Efforts will 
also be made to ensure that tea factories reach the 
level of efficiency required for producing high-quality 
tea; failure in this respect will lead to registration 
cancellation, 


The third related factor which has restrained 
production has been the restriction of world pro- 
duction under a programme arranged by FAO. 
Ceylon has a 1970 quota of 464 million lb (production 
in 1969 was 484 million lb). As a consequence of 
this scheme, prices, which have been under pressure 
for over a decade, steadied in the first half of 1970. 
To improve profit margins, the Government has 
introduced an export duty rebate scheme. The 
Government is also taking measures to encourage the 
growth of a domestic tea packing and blending 
industry. 


4 Ibid., p. 33. 


Rubber 


Rubber production has increased significantly 
since 1960, the increase being comparable to that of 
Malaysia. Due to poor weather conditions which 
prevented latex collection for long periods, there was 
no significant increase in 1969; but production in 
the first six months of 1970 was up 14 per cent on 
the corresponding period in 1969. 


Some 50 per cent of total acreage has been 
replanted with high-yielding varieties. There has 
been a decline, however, in the replanting rate in 
recent years. The Government is anxious to ensure 
that replanting proceeds at a satisfactory rate, and, 
to this end, it has asked estates to indicate their 
replanting programmes for the near future. Rubber 
is essentially an estate crop in Ceylon, but there is 
a large number of rubber smallholdings. To assist 
smallholder production, a rubber fertilizer subsidy 
scheme is to be introduced. Ceylon barters part of 
its rubber output with mainland China in exchange 
for rice. The effective price for sheet rubber offered 
by mainland China is 5 Singapore cents above the 
Singapore price, and, for RSSI rubber, 7 cents above 
the Singapore price. Given the currently low price 
of rubber, this barter arrangement is working to 
Ceylon’s advantage. 


Coconuts 


Some 1.1 million acres are devoted to coconut 
production, and almost 65 per cent of this area 
consists of fairly large coconut holdings (20 acres 
and more). Production statistics are not completely 
reliable because of the difficulty of estimating home 
consumption. Nevertheless, there seems to have been 
a marked increase in production in 1968 in response 
to markedly higher world prices, and the value of 
coconut exports almost doubled. Production was 
maintained at the 1968 level in 1969, but prices 
declined and export earnings fell. Production in the 
first half of 1970, however, was up some 11 per cent 
over the first half of 1969, and prices were firmer, 
so export earnings rose. Productivity varies marked- 
ly from over 7,000 nuts per acre on well-managed, 
replanted estate acreage to less than 1,500 nuts 
on smallholdings. To improve the productivity of 
smallholdings, a fertilizer subsidy scheme is to be 
introduced. 


Rice 


Rice is a smallholder crop, and, at the end of 
1969, some one-third of the total cultivated area was 
devoted to rice. As a result of a severe drought, 
production fell markedly in 1965. The drought con. 
tinued into 1966 with less severity, and production 
recovered a little, but it was still below the 1964 
level. With better weather conditions, and _ with 
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increased use of higher-quality seed and fertilizers, 
production increased substantially in 1967 and 1968. 
Production in 1969 was slightly above the 1968 level, 
but well below the targeted figure. While the first 
crop (maha) for 1969 showed a significant increase 
over the first crop of 1968, adverse weather conditions 
affected the second crop (yala) and the output of 
‘this crop was some 2.2 million bushels lower than 
in the previous year. The 1970 maha crop showed 
an increase of only 4 per cent over that of the 
‘previous year, a figure well below the targeted in- 
crease of almost 8 per cent. 


Three-quarters of total consumption is produced 
locally. The balance is imported, largely from main- 
land China under the rubber-rice barter pact. A goal 
of government policy is to encourage an increase in 
production to enable Ceylon to be self-sufficient by 
1975. 


Subsidiary food crops 
In 1969, the production of subsidiary food crops 


(chillies, red onions, maize, and potatoes, for ex- 
ample) was substantially higher than in the previous 
year, and this trend continued into 1970. The 
Government has given considerable financial assistance 
to farmers prepared to switch marginal land from 
traditional crops to these subsidiary food crops. A 
decrease in the prices of some of these crops (notably 
chillies and potatoes) slowed production increases in 


1970. 


Manufacturing 


In response to the freer flow of imports of raw 
materials and capital goods after 1967, production 
in the manufacturing sector increased quite strongly. 
However, the increase in production was less in 1969 
than in 1968, where a large part of the rapid growth 
had been attributable to fuller utilization of existing 
industrial capacity. Activity is largely concentrated 
in Colombo, and more than one-half of output consists 
of consumer goods produced mostly by relatively 
small establishments. There are several large govern- 
ment-owned factories, but, as indicated in the 1970/71 
budget speech, the performance of several of these 
state corporations leaves much to be desired, and 
earnest endeavours are to be made to improve 
efficiency. The Government is concerned at the heavy 
dependence of the industrial. sector on imports, 
particularly in the light of. the Ceylonese foreign 
exchange situation. In consequence, steps are being 
taken to refashion industrial policy to give impetus 
to the development of industries based on local raw 
materials. 


Construction and service activities 


In response. to strong growth of demand, con- 
‘struction activity expanded rapidly after 1967. There 


was a substantial increase in both residential and 
industrial building activity, as well as government 
construction. The growth of demand also facilitated 
a rapid expansion of service activities: Tourism, 
while still a largely under-developed sector, is begin- 
ning to expand rapidly and future growth prospects 
are very good. 


Public finances 


The salient features of public finances in Ceylon 
are set out in table II-3-9. Partly as a result of 
numerous tax adjustments, revenue has increased 
steadily, most of the growth having come from an 
increase in the amount of revenue collected on the 
import of goods and services and an increase in 
excise-cum-turnover tax revenue. There has_ been 
little change in export or income tax revenue. In 
consequence, dependence on indirect taxation has 
increased. The decision to introduce foreign exchange 
entitlement certificates (FEECs), a programme under 
which foreign exchange equivalent in value to some 
50 per cent of Ceylon’s total imports is sold to 
importers at a 55 per cent premium, facilitated this 
shift in emphasis. 


The budget revenue estimate for 1969/70 was 
not quite reached, actual revenue for the year 
amounting to Rs 2,733 million. Income tax revenue 
exceeded the estimate, largely because of the main- 
tenance of a high rate of economic growth and 
intensified revenue collection efforts, but revenues 
from the turnover tax, import duties and FEECs did 
not reach their targeted levels, the latter falling short 
of the éstimate by some Rs 100 million. 


Compared with financial year 1965/66, current 
expenditure was held in check in 1966/67, but it 
increased markedly thereafter. Apart from the rise 
associated with debt servicing, and the servicing. of 
past investment outlays, particularly in the fields of 
education, health and agricultural extension, two other 
factors accounted for the rise in current expenditures. 
First, government employee wage rates have been 
increased. Second, food subsidy payments have risen. 


The original estimate of current expenditure in 
1969/70 provided for an outlay of Rs 2,923 million, 
but revised estimates place the figure at Rs 2,965 
million, Rs 421. million above the 1968/69 outlay. 
There was a substantial increase in all spending 
categories, but particularly in expenditure on adminis- 
tration (due to further salary ~ increases), social 
services (also due largely to enhanced wages to 
government employees) and transfer payments (food 
subsidy and interest payments in particular). Capital 
spending has been concentrated largely in the field 
of economic services, and particularly in agricultural 
and manufacturing activities. The capital expendi- 
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Table IJ-3-9. Ceylon: 


(in million rupees) 


Public finance, 1967/68 to 1970/71 


Item 1967/68 1968/69 1969/70" 1969/70> 1970/718 

Revenue 2,156 2,497 2,834 2,733 2,520 
— of which: 

Income tax . 316 343 330 na n.a. 

Turnover tax 79 111 282 na. na. 

Selective sales tax 239 278 265 na. n.a. 

Import duties 514 460 324 na. na. 

FEEC revenues . 77 285 540 n.a. n.a. 

Export duties 265 300 298 n.a. n.a. 

Current expenditure . 2,321 2,544 2,923 2,965 3,001 
— of which: 

Administration .  * 328 339 416 naa. n.a. 

Social services 598 648 729 na, n.a. 

Economic services . 113 124 161 n.a. n.a. 

Transfer payments . 1,053 1,194 1,278 n.a. n.a. 

(Food subsidies) ’ (573) (620) (611) n.a. n.a. 

(Interest) (167) (206) (263) na. n.a. 

Capital expenditure . 714 852 870 751 961 
— of which: 

Administration . 13 17 24 n.a. na. 

Social services 94 113 141 n.a. n.a. 

Economic services . 387 396 552 n.a. na. 

Advance accounts —29 49 — 161 — 

Deficit : 850 947 959 1,144 1,442 

— financed by: 

Foreign finance. . . . . 247 426 502 329 563 

Domestic loans (non-market) . 10 52 _ 409° 88 

Domestic loans (market) . 630 358 457 406 275 

Cash balances —36 111 a — ~= 

New measures . — — —_ — 516 


Source: 


* Budget estimates. 
> Revised estimates. 


Central Bank of Ceylon, Annual Report, 1969. 


© Includes some decrease in cash balances. 


ture estimate for 1969/70 of Rs 870 million was not 
reached and, compared with 1968/69, there was a 
fall in capital spending from Rs 852 million to Rs 751 
million. 


While government current revenue has risen 
quite substantially since 1965/66, government current 
and capital expenditure has increased in step. As a 
consequence, the over-all deficit increased from Rs 
850 million in 1967/68 to Rs 947 million in 1968/69 
and rose to Rs 1,144 million in 1969/70. 


The main sources of finance for this deficit have 
been domestic market loans, foreign finance (use of 
commodity aid counterpart funds and project aid), 
and Central Bank borrowing. The substantial rise in 
current expenditure following devaluation led to an 
all-time record level of Central Bank borrowing in 
1967/68 of Rs 302 million. As price pressures 
gathered momentum, the Government sought to res- 


train dependence on this source of finance. 


Increased 


foreign assistance permitted Central Bank borrowing 
to be reduced to Rs 115 million in 1968/69. 
Unfortunately, in 1969/70, projected foreign assis- 
tance fell well short of the expected level (Rs 329 
million, compared with an estimated figure of Rs 502 
million). Domestic market loans also fell short of 
target. Moreover, the deficit itself was significantly 
larger than the estimate (Rs 1,144 million compared 
with Rs 959 million). Consequently, there was a 
financing gap of some Rs 410 million, and the major 
part of this was raised from the banking system. 
As a result, the expansionary impact of the budget, 
which had been reduced significantly in 1968/69, and 
was expected to fall still further in 1969/70 (to Rs 80 
million), turned out to be roughly Rs 400 million. 


For 1970/71, budget revenue at constant tax 
rates is expected to be Rs 2,520 million, Rs 213 
million below the revised estimate for 1969/70. The 


restraint on the flow of imports, and on the growth 
of demand, is expected to reduce most sources of 
jrevenue, in particular import duty revenue, FEEC 
‘revenue, and income and turnover tax revenue. 
Despite an anticipated increase in interest and food 
subsidy payments, an earnest endeavour is to be 
gad to cut current expenditures, and it is estimated 
that current expenditure in 1970/71 will approximate 
the 1969/70 level. In line with the earnest desire 
to foster economic development, capital expenditure 
is budgeted at Rs 961 million, some Rs 210 million 
above the revised estimate for 1969/70. 


Because revenue is expected to decline while 
expenditure rises, the budget deficit is expected to 
rise from Rs 1,144 million in 1969/70 to Rs 1,442 
million in 1970/71. Accumulated commodity aid 
counterpart funds are to cover Rs 450 million of this 
figure, project aid Rs 113 million, and domestic 
market loans Rs 275 million. This leaves a deficit 
of Rs 604 million, and this is to be financed by 
additional taxation (Rs 271 million), increased bor- 
rowing from the non-bank sector (Rs 170 million), 
commodity aid (Rs 75 million), and borrowing from 
the banking system (Rs 88 million). The finance 
minister concluded in his budget speech that, over 
all, the expansionary impact of the budget would 
be small. 


Several important tax changes have been made, 
but the basic tax structure has not been altered. The 
main changes are: 


(1) an increase in import duties designed to 
yield an additional Rs 60 million. At the 
same time, the tariff structure has been 
simplified into six basic duty rate bands. 
Nominal duties are imposed on basic con- 
sumer items that enter into the cost of 
living, basic industrial raw materials and 
most important items of machinery for 
agriculture and industry. Above this is a 
standard rate of 60 per cent, and rate bands 
above this level are designed to provide 
protection to domestic industry, the highest 
covering a residual group of commodities 
consisting almost wholly of non-essential 
and luxury items; 


(2) an increase in excise duties on cigarettes, 
beer, and bottled toddy; 


(3) an increase in the business turnover tax 
on a selected range of items; 


(4) reintroduction of a bank debits tax (ori- 
ginally introduced in 1957/58 but repealed 
in 1965) which imposes a levy on the total 
amount of withdrawals made each calendar 
month against each current account main- 
tained in commercial banks; 
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(5) an upward revision of postal telegraph and 
telephone charges, motor vehicle levies and 
port charges; 


(6) introduction of a once-for-all capital levy 
in addition to the existing wealth tax, the 
levy being based on net wealth (with a 
Rs 200,000 exemption level), and rising 
progressively from 3 per cent on net wealth 
of Rs 200,000 to 25 per cent on net wealth 
above Rs 800,000; 


(7) introduction of a temporary residence per- 
mit tax and an increase in the export tax 
on graphite from 25 per cent to 50 per 
cent; and 


(8) a requirement that State Corporations must 
make a specified net contribution to consoli- 
dated revenue (Rs 45 million altogether). 


Apart from these changes, an endeavour is to 
be made to reduce tax evasion. Towards this end, 
Rs 100 and Rs 50 currency notes were demonetized 
and replaced by new notes, the old notes being 
accepted by banks as deposits until 2 November 1970. 


The other changes introduced in the budget were 
designed to increase the ability of the Government to 
raise domestic loans. Provident fund contributions 
were raised (for employees from 4 per cent to 6 per 
cent and for employers from 6 per cent to 9 per 
cent), the coverage of the scheme was extended, and 
greater efforts are to be made to collect arrears. The 
Government expects to be able to raise an additional 
Rs 70 million per annum from this source. Secondly, 
the interest rate on POSB deposits was doubled from 
3.6 to 7.2 per cent per annum, a measure designed 
to encourage savings in rural areas. As a result of 
this, the Government expects to be able to issue an 
additional Rs 30 million of securities to the Post 
Office Savings Bank (POSB). Finally, the Govern- 
ment has proposed a compulsory saving scheme for 
individuals and companies. Taxpayers, other than 
those who contribuie to the Employees Provident 
Fund, are to contribute at a progressive rate rising 
from 2 per cent of their total income, if it is between 
Rs 6,000 and Rs 12,000, to a maximum of 20 per 
cent if it exceeds Rs 140,000. Companies are to 
contribute 10 per cent of profits after payment of 
income tax and dividends. The scheme is to be in 
operation for one year only and deposits will carry 
interest at a rate of 5 per cent per annum. From 
this source of compulsory saving, the Government 
expects to be able to raise Rs 105 million by way 
of loan issues. The major emphasis in the budget 
proposals is on increasing the progressivity of the 
tax structure (even though this is being partly done 
by means of indirect taxation) and extending the 
scope for domestic borrowing by the Government. 
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Table II-3-10. Ceylon: 


Factors affecting money supply, 1966-1969 


Factors affecting money supply 


Annual change 


1966 1967 1968 1969 

Expansionary factors . ; 282.0 373.4 456.3 463.3 
Commercial bank credit to the private sector 68.4 92.4 173.5 156.2 
Commercial bank credit to government corporations 20.1 11.4 90.6 69.9 
Credit to the government from the banking system . 118.1 199.7 192.0 117.5 
Decrease in government cash balances — 56.0 -— 71.9 
Decrease in central bank liabilities “ ‘ 25.2 13.9 — 46.1 
Decrease in time and savings deposits of government corporations . 50.2 ~- — — 
Other adjustments . — —_ 0.2 iby 
Contractionary factors ; 338.8 224.7 350.8 493.4 
Decrease in external banking assets . te 196.3 91.5 115.7 299.6 
Increase in time and savings deposits of the private sector 67.7 50.9 101.4 147.3 
Increase in time and savings deposits of government corporations . - 51.2 23.2 10.8 
Increase in other liabilities of the commercial banks 12.0 31.0 40.9 35.8 
Increase in government cash balances 62.7 —_ 69.4 —_ 
Increase in central bank liabilities* —_— —_ 0.2 -- 
Other adjustments . ie eee 0.1 0.1 — _— 
Change in money supply (million rupees) . —56.8 148.7 105.6 —30.1 
(percentages) —3.3 9.0 5.8 —1.6 


Source: 


Monetary developments 


Table II-3-10 summarizes the main factors affect- 
ing the money supply. The figures show annual 
increases and differ from the figures which would 
result from the average of the monthly changes in 
the money supply. Thus, for 1969, the table indicates 
that the money supply. fell by 1.6 per cent, compared 
with a 5.8 per cent increase in 1968. 


In 1967, the money supply expanded by some 
9 per cent. There was a substantial increase in the 
level of borrowing by the Government from the bank- 
ing system, and the increase in bank credit to the 
private sector exceeded that of 1966. The same 
pattern was broadly repeated in 1968, the main 
difference being that a very large increase in credit 
extended was partially offset by a large decrease in 
external assets and by a significant increase in private 
sector time and savings deposits. Nevertheless, the 
increase in the money supply amounted to some 6 
per cent. 


In 1969, credit to the private sector remained 
at a high level, reflecting the increased level of private 
sector activity. There was a decrease in the level of 
bank credit extended to the government sector, but 
the Government drew heavily on its cash balances so 
that the expansionary force of the budget in 1969 
far exceeded that of 1968. Nevertheless, there was 
a substantial decrease in external banking assets, and, 
combined with a further large increase in time and 
savings deposits by the private sector, contractionary 
factors exceeded expansionary factors so that the 
money supply declined slightly. 


Annual Reports of Central Bank of Ceylon, 1966-1969. 


In the first half of 1970, there was a large 
increase in the money supply. Bank credit to both 
the private and public sectors was running at high 
levels compared with 1969. In addition, there was 
a substantial decrease in government sector cash 
balances. Offsetting these expensionary factors, there 
was a further significant decrease in external banking 
assets and a modest increase in private sector time 
and savings deposits (the increase was less than 
one-third of the increase in the first half of 1969). 
Recent budgetary measures to increase private sector 
savings (the increase in POSB interest rates and in 
provident fund contribution rates, together with the 
compulsory saving scheme and demonetization of 
some currency notes) should moderate the increase 
in the money supply for the year as a whole. More- 
over, the measures being taken to impose some 
restraints on bank credit to the private sector, and 
the restrictions imposed on the flow of imports, 
combined with the recent tax changes, may slow down 
expansion in the private sector. The Government, 
however, will continue to place some dependence on 
back finance until 1971 when the full impact of the 
1970/71 budget changes are felt. 


Prices, wages and employment 


Table II-3-7 outlines consumer price trends. A 
large part of the rise in money demand has been 
diverted to locally produced goods, and, although the 
supply of these goods has increased, the increase has 
not been sufficient to avoid price pressures. The 
large price rise registered in 1969 continued into 
1970. Pressure for increased wages is continuing. 
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In the 1970/71 budget speech, it was indicated that, 
of a total population of 12.25 million, the labour 
_ force amounts to some 3.25 million, and, of this 
' force, some 700,000 are unemployed. Unemployment 
is higher in urban than in rural areas and higher 
in the younger age groups than in older age groups. 
Contributing to the problem of unemployment is the 
fact that some 100,000 young people are added to 
the labour force each year. Ceylon has the great 
_ advantage that its young population is well-educated. 


The Government has recently announced plans 
to undertake projects which will significantly expand 
employment opportunities and thereby reduce the level 
of unemployment. 


No long-term development programme has been 
followed in Ceylon, though short-term plans with 
_ rough longer-term projections have been used to guide 
government spending. In the 1970/71 budget speech, 
it was announced that work has begun on a medium- 
term plan which is to define national development 
goals over the next five years and to set out targets 
for all sectors of the economy. 


China (Taiwan) 
Introduction 


The economy of the Republic of China enjoyed 
another good year in 1970, with a 10.1 per cent rise 
in gross national product.1 The rise in consumer 
prices accelerated in 1970, amounting to 5 per cent 
in the first eight months, compared with 5.1 per cent 
for the whole of 1969. Regional and seasonal labour 
shortages have emerged, particularly in agriculture. 
Industrial output grew at about 16 per cent in the 
first half of the year, while total foreign trade 
(exports plus imports) increased by 32.5 per cent. 
A visible trade surplus was earned in the first eleven 
months of the year for the first time since 1964, 
and foreign exchange reserves went up by one-fifth 
in the first eight months of the year. Revisions in 
the tax system are being prepared, and it is expected 
that a value-added tax will be introduced within 
about a year. Current major policy objectives include 
more adequate infrastructural capacity and the 
modernization of the agricultural sector. However, 
a major issue is future policy with respect to export- 
processing zones. 


National income 


Gross national product for 1969 at current prices 
rose by 13.6 per cent to NT$190,806 million. Adjust- 
ed for price changes, the increase was 8.8 per cent 
and, after adjustment for changes in the terms of 
trade, the real growth rate in national income was 
7.6 per cent in 1969. 


1 All data for 1970 are preliminary. 


Preliminary estimates for 1970 indicate that the 
rate of growth increased, with gross national product 
rising by 14.1 per cent at current prices and 10.0 
per cent at constant prices. The increase in national 
income (factor cost) is estimated at 10.2 per cent 
in 1970, after adjustments for changes in the terms 
of trade. 


Information on the composition of net domestic 
product reveals that the steady decline in the share 
in agriculture continued in 1970, when it fell to 19.2 
per cent from 20.3 per cent in the previous year. 
Manufacturing increased its share from 23.0 per cent 
in 1969 to 23.5 per cent in 1970 and has replaced 
agriculture as the major contributor to net domestic 
product.” 


Agricultural output 


Agricultural performance in 1969 did not con- 
tinue the promising start during the first half of the 
year. Total agricultural production fell by 1 per cent 
in 1969, compared with a 6.1 per cent rise in the 
previous year. Typhoons and floods in the latter 
part of the year reduced the output of farm products 
by almost 4 per cent compared with 1968, although 
the output of some products, such as tea, jute, pine- 
apple and asparagus, increased. A moderate growth 
in agriculture of perhaps 4 per cent was anticipated 


for 1970. 


Industrial output 


The growth of industrial output in 1969 was 
slightly over 18 per cent, lower than that registered 
in 1968 (23.6 per cent) which was a boom year. 
One, though by no means the only, reason for this 
slower growth rate may have been an inadequate 
supply of power to meet the demand of expanding 
industries in April and May. Measured by gross 
output value, building construction achieved the 
fastest growth, rising by 21.2 per cent over 1968, 
followed by manufacturing (18.4 per cent), public 
utilities (14.6 per cent) and mining (less than 1 
per cent, despite a sizable 40 per cent increase in 
output of crude petroleum). In the first half of 
1970, the general index of industrial production 
increased by 5 per cent, as did the manufacturing 
index, while the construction index rose by only 1 
per cent over that of the previous year. 


Prices 


In the period from 1961 to 1967, the general 
indices of wholesale and consumer prices averaged 
yearly increases of 2.1 per cent and 2.5 per cent 
respectively, but in 1968 and 1969 a marked rise in 


2 National Income of the Republic of China 1970, Directorate- 
General of Budgets, Accounts and Statistics, table 31, pp. 92, 93 
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consumer prices occurred. In 1969, the two indices 
moved in opposite directions, with a rise of 5.1 per 
cent in consumer prices and a slight fall in wholesale 
prices. The rise in the consumer price index resulted 
largely from increases in the price of food, as well 
as in the cost of education, recreation, housing and 
other services. After the two major typhoons in the 
second half of 1969, both the wholesale and consumer 
price indices rose, but there was a sharper rise in 
consumer than in wholesale prices. This pattern 
continued in 1970, when the wholesale price rise 
during the first eight months was only 1.2 per cent, 
compared with a consumer price rise of 5 per cent. 
As already noted, the eight months® rise in the 
consumer price index in 1970 was almost identical 
with the increase in consumér prices over the whole 
of the preceding year. 


Population, employment and wages 


The population at mid-1970 was estimated at 
14,558,000, with a birth rate of 2.7 per cent, a death 
rate of 0.5 per cent and an estimated annual (natural) 
rate of growth of 2.2 per cent as in 1969, when the 
birth rate was put at 2.7 per cent and the death rate 
at 0.5 per cent. Efforts to control the rate of 
population increase are now under way, and family 
planning is being encouraged. In rural areas, where 
the birth rate is usually higher than in urban areas, 
a family planning programme is being pursued as 
part of a larger programme which includes improved 
sanitation and medical services. Over one-quarter of 
the married women in the child-bearing group are 
now practising birth control, mainly utilizing IUDs, 
and a new law permitting abortion under certain 
conditions is in the process of enactment. 


Total employment in January 1970 was estimated 
to be 4.48 million, or 5 per cent above the level in 
January 1969. Unemployment also increased very 
slightly in 1969 to 1.9 per cent of the labour force, 
and there was an increase in the number of un- 
employed in absolute terms (yearly average) for the 
first time since the labour force survey was introduced 
in 1963.3 As a result, the labour market eased in 
1969, although shortages of labour still occurred on 
a seasonal and regional basis, particularly in and 
adjacent to Taipei and Kaohsiung. The trends in 
employment distribution in 1969 were for decreases 
in primary industry from 39.7 to 39 per cent* and 
in tertiary industry from 35.5 to 34.6 per cent, and 
for an increase in secondary industry from 24.8 to 
26.4 per cent. 


3 Owing to seasonal variations, the numbers of unemployed natural- 
ly fluctuated throughout the year. 
4 1968 figures given first. 


Between 1965 and 1968, the fastest rise in real 
wages was in the electricity, gas, water, and sanitary 
services sector (17.0 per cent), followed by manu- 
facturing (13.4 per cent), and transport and com- 
munications (11 per cent). In manufacturing, the 
16.6 per cent difference between the rise in money 
and in real wages (30.2, compared with 13.4 per 
cent) was accounted for by changes in consumer 
prices. Over this period, real wages in the economy 
apparently increased by less than the increase in 
labour productivity, since from the end of 1964 to 
1968 the rise in GDP at constant prices divided by 
total employment was 30 per cent approximately. If 
the data are disaggregated into the agricultural sector 
and the non-agricultural sector, from 1964 to 1968 
real wages increased faster than productivity in the 
non-agricultural sector. 


Monetary and fiscal developments 


Particular reliance has been placed on monetary 
policy in recent years to achieve short-run stabiliza- 
tion. The Central Bank has reacted swiftly to 
developments in the money market, lowering its 
lending rates and reducing reserve requirements for 
bank deposits when the money market became tight. 
In addition, credit on easier terms has been made 
available by the Central Bank when the agricultural 
and industrial sectors ran into financial difficulties 
during particular periods, such as after the typhoon 
destruction in late 1969. 


During the last decade, interest rates have 
gradually fallen, although the rates on secured and 
unsecured loans by commercial banks have stood at 
13.32 per cent and 14.04 per cent per annum res- 
pectively since the middle of 1967.5 On the other 
hand, in 1969, the Central Bank raised deposit rates 
of interest in an effort to encourage an increase in 
bank deposits. 


The money supply rose by some 16.2 per cent 
in 1969 and showed little change in the rate of 
increase in 1970, with a rise of nearly 9 per cent 
over the first eight months of the year. The largest 
contributory factor to the increase in 1970 was the 
growth in net foreign assets. These rose by over 
22 per cent in the first eight months of the year 
from NT$17,594 million in December 1969 to 
NT$22,475 million in August 1970. In an attempt 
to neutralize some of the influence of this increase 
on the economy, the monetary authorities suspended 
impact loans.® 


5 The rates in the unorganized money market vary locally; in 
August 1970, they stood at 21.6 per cent for secured loans and 28.8 
per cent unsecured in Taipei. 

® Impact loans are working capital borrowed from abroad by joint- 
venture factories in Taiwan. 
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Monetary policy played a large role in helping 
to maintain domestic stability over the greater part 
of the last decade. Heavy reliance was placed on 
interest rate policy, and high rates of interest helped 
to divert excess liquidity into time deposits. In the 
last three years, however, there was a tendency to- 
_ wards lower interest rates, and monetary policy did 
not prove to be as effective as before as a means of 
increasing domestic savings. Changes could perhaps 
be made in the banking system to improve general 
efficiency, possibly by narrowing the interest rate gap 
between loans and deposits.? However, it seems 
probable that the recent trend to greater stress on 
fiscal policy will continue and that fiscal policy will 
be increasingly used over the next few years. 


Important changes have been occurring in recent 
years in fiscal policies. This has been in part 
because the growth in government revenue was lagging 
behind expenditure and increased taxation was felt 
necessary, and in part because there was an increasing 
need for government expenditures on an expanded 
scale, notably on infrastructural and educational and 
training facilities. A Tax Reform Commission was 
established in 1968 to consider the entire tax system 
and to devise ways to improve it. Its objectives 
were to make proposals to increase government 
revenue, to cut administrative costs, and, in particular, 
to make government revenue more income elastic so 
that the Government’s share can increase with 
economic growth to meet the growing demands made 
on it. Tax revenue has increased rapidly in recent 
years due to improvement in tax administration, a 
wider tax base, and rapid economic growth. The 
introduction of computerized data processing is felt 
to be an important step toward reducing tax evasion 
and improving efficiency in collection. Preparations 
are being made to introduce a new value-added tax, 
designed to replace most of the existing commodity 
taxes and the stamp tax, together with the business 
tax. It is anticipated that it may be possible to 
introduce this in about one year. 


Foreign trade 


Total foreign trade continued to expand in 1969, 
and, according to foreign exchange statistics, reached 
$2,315 million, an increase of almost 24 per cent 
over 1968. The trade balance has been in deficit 
since 1964, but, in 1969, the deficit fell by half to 
$94 million because increased earnings on the export 
side were sufficiently large to more than cover the 
increase in imports. Exports rose by almost 32 per 
cent in 1969, which represented an increase over the 
25 per cent recorded in 1968, and imports increased 
by about 17 per cent, rather less than the 21 per 
cent increase in 1968. Trading figures for the first 


7 For instance, a three months’ time deposit pays 6.48 per cent per 
annum, whereas secured loans are made at 13.32 per cent per annum. 


eleven months of 1970 reveal that a trade: surplus 
of $23 million was earned, and total trade for the 
year may have reached $3,000 million. In brief, not 
only are exports increasing faster than imports, but 
the rate of increase is rising for exports and falling 
for imports. Barring exogeneous changes, the recent 
improvement in the balance of payments should there- 
fore continue, the improvement being largely due to 
favourable changes in the visible items. 


The structure of exports has altered markedly 
in recent years. The major exports of the past, such 
as sugar, rice, tea, salt and citronella oil, have been 
replaced by new items of importance resulting from 
rapid industrialization. Major items® now are textiles 
($265.9 million), metals and machinery ($223.5 
million), plywood ($65.6 million), canned foods® 
($84.5 million), and chemicals ($35.9 million). In 
1969, unprocessed agricultural produce represented a 
mere 16 per cent of total exports, while industrial 
products constituted 72.5 per cent. 


Total imports stood at $1.205 million in 1969, 
and, as with exports, there has been a steady struc- 
tural change over the long run, with an increase in 
capital goods imports and a decrease in consumer 
goods imports. Capital goods made up 31 per cent 
of imports, although their share began to fall in 1968 
and continued to decrease in 1969. Imports of con- 
sumer goods stood at a record low level of $78.5 
million (6.5 per cent) of the total, while raw material 
imports increased rapidly to $753.7 million (62.6 per 
cent). 


No important changes occurred in major export 
markets in 1969. The United States still held first 
place with 36 per cent of all exports, followed by 
Japan (16 per cent), and Hong Kong (8 per cent). 


The sources of imports also continued in the 
pattern of the last few years, with Japan in first place 
(40.6 per cent), followed by the United States (27.7 
per cent). The heavy reliance on these two suppliers 
continued, but a slight widening of sources of supply 
was achieved, since these two dominant countries 
normally supply over 70 per cent of total imports. 


Efforts to expand exports have resulted in a 
high degree of specialization by some industries in 
export rather than domestic markets as illustrated in 


table II-3-11. 


Generally speaking, exports to the industrial 
countries consist mainly of labour-intensive goods, 
such as agricultural produce, canned foods, textiles, 
and plywood, while exports to the developing countries 
increasingly consist of more capital-intensive industrial 
products. 


8 The 1969 export figures are in brackets. The source of data is 
Taiwan Statistical Data Book, 1970, table 10-8. 
® Canned pineapple, mushrooms and asparagus spears. 
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Table II-3-11. China (Taiwan): Degree of export 


orientation in selected industries in 1969 


Percentage of 


Item total production 
exported 
Canned'ipmeéapplea 95s 9) Eee ee 95.5 
Canned! imushroom™*sP aa Ses Ps 97.0 
Canned '9sparagisas .2 ee ees ees 94.0 
Plywood “Se. eves. oe) Rae aE Oe) ae ee 94.6 
Canvas and rubber shoes. . . . ... 91.9 
Rain boots:and shoes... 3M - a © ee 89.1 
Plate glass Pa a ue a ee ee, ree 66.2 
Plastics HY ROS aa TELLER oe at, SEK 52.7 


Source: National sources. 


As can be seen from table II-3-12, the basic 
balance of payments improved in 1969, with a 
reduction in the trade deficit from $74 million in 
1968 to $21 million, and an increase in net capital 
inflow from $57 million to $146 million. Preliminary 
estimates show that the over-all deficit of $43 million 
in 1968 was turned into a surplus of $89 million in 
1969, while the current account showed a deficit of 
only $42 million in 1969, as against $117 million in 
the preceding year. Interesting developments in 1969 
were that visible exports increased more than imports, 
the net deficit on service transactions was halved to 
$29 million, net transfer payments remained positive 
but fell to only $7.75 million, and capital inflow 
increased two and a half times within the year. In 
1970, foreign exchange reserves increased rapidly, 
the net addition in the first quarter being $50 million, 
equal to more than half of the total increase of the 
entire preceding year. The major factor accounting 
for this was a substantial rise in export earnings, 
especially earnings from exports of manufactured 
products. 


Table II-3-12. China (Taiwan): Balance 
of payments 


(in million dollars) 


Item 1968 1969 
EX ports (t.0.05)' «a. ase 825.87 1,079.95 
Imports (f.0.b.) . —899.78 —1,100.88 
Services (net) —59.99 —28.67 
Transfer payments . . . . . 16.12 Fie) 
Current account balance —177.78 —41.85 
Capital movements. . .. . 57.73 146.15 
Net errors and omissions . . . 16.94 —15.07 
International reserves . . . . 43.11 —89.23 


Source: CBC, Data on Balance of Payments. 
Note: Absence of sign indicates credit; minus sign, debit. 
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The debt service ratio! of the Republic in recent 
years has been low, at about 4 to 5 per cent, and 
it stood at 4.8 per cent in 1969. Debt servicing, 
therefore, constitutes no problem. Considerable in- 
vestment in infrastructural facilities will be necessary 
in the next few years, and this will probably require 
larger inflows of foreign capital. If a larger pro- 
portion of this foreign capital is on commercial terms 
than in the past, it is likely that the debt service 
will rise slowly, but probably not to levels that would 
cause concern,1! 


Major policy issues 


In planning for the 1970s, the Government has 
set a growth rate of 8.5 per cent in real GNP as a 
target; a much lower rate than the average achieved 
for 1965-1968, or during 1969. The reasons for this 
are a shift in the development programme towards 
more capital-intensive projects within industry and 
increased emphasis on infrastructure investment. 


This shift in strategy involves two general 
problems in the years immediately ahead. First, the 
increased emphasis on capital-intensive projects will 
require a substantial increase in fixed-capital forma- 
tion. The plan is for this to rise at 11.6 per cent 
per annum, which is more than twice as fast as the 
planned annual 5 per cent rise in private consumption. 
Consequently, the share of private consumption in 
GDP is to fall from 60.4 per cent in 1968 to 56.1 
per cent in 1972, while that of investment is to rise 
from 19.9 per cent to 23.5 per cent. In addition, 
the share of government consumption in GDP is to 
increase in the same period only marginally from 
18.5 per cent to 19 per cent, so that the share of 
consumption in GDP is projected to fall from 78.9 
per cent in 1968 to 75.1 per cent in 1972. However, 
there is some doubt as to whether consumption can 
be so constrained at a time when money wages are 
rising rapidly, with the result that inflationary 
pressure, already evident in the economy, may be 
expected to increase in the next few years, especially 
since the pattern of industrial production is planned 
to move more in favour of capital goods. 


The second problem is that, because of the need 
for heavier investments in infrastructure, the public 
sector’s share of total fixed investment is likely to 
increase. Although efforts have been made to reform 
the tax system, it is likely that the gap between public 
saving and investment may widen in the short run, 
so that increasing recourse will have to be made to 
foreign sources of finance, if deficit financing is to 
be avoided. 


10 Measured as interest payments plus repayments of principal as a 
percentage of exports of goods and services. 
11 This assumes that exports will do as well as in the fast. 
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Monetary and fiscal policies will continue to be 
of great importance to dampen the inflationary 
pressures that are likely to develop in the next few 
| years, and especially to counteract the internal effects 
of a rising trend in net foreign assets. In this 
connexion, the gradual reduction in rates of interest 
_ during the latter part of the 1960s has probably had 
the desirable effect of stimulating investment, but 
too rapid a further reduction may create added 
inflationary problems. 


Apart from the danger of inflation, the economy 
faces three other major problems at the present time, 
each of which is, however, related to the general 
issues discussed above. These concern the infrastruc- 
tural bottleneck, the export-processing zones and the 
modernization of agriculture. 


The infrastructural bottleneck 


A good deal of investment in infrastructure was 
made in the past, much financed by United States 
aid, and this contributed to the rapid industrialization 
and high rates of growth of the last decade. How- 
ever, the existing capacity has now been taken up 
and infrastructural facilities have become a bottleneck 
to future economic growth. This is particularly 
evident in the transport and power sectors which will 
both require quite substantial investment in the next 
few years. The Government has rightly decided to 
tackle this problem; plans have been prepared and 
work in this field has already commenced. 

os 

Since the Republic of China has such a large 
foreign trade sector (the share of exports in GDP 
in 1968 stood at 24.4 per cent), and relies on high 
and rising exports as a stimulus to growth, highways 
and harbours are being given first priority within 
the transport sector. The construction, servicing and 
maintenance of engines, roads and harbours are of 
major importance to a continuation of the country’s 
successful export record. 


The three sea ports of Kaohsiung, Keelung and 
Hualien will be expanded; in the case of the first, 
to double its present size as measured by tonnage 
capacity. Kaohsiung is also to be developed as a 
container relaying port, and container facilities are 
rapidly being established. A new fourth international 
harbour is planned at a cost of $208 million, and 
it is anticipated that it will be in partial operation 
in 1974. In addition, work will shortly commence 
on the construction of an oil harbour in the north. 


Power supplies are barely adequate despite a 
threefold increase in installed capacity between 1960 
and 1969 in the electricity supply industry. The 
Taiwan Power Company estimates a rate of growth 
of demand of 13 per cent annually up to 1975, the 
fastest expansion being in the demand for residential 


lighting. The programme for the next decade involves 
the consiruction of twenty-two more generating plants, 
of which three will be nuclear-powered.!” 


Efforts will also be made to develop other parts 
of the energy sector more rapidly. It is estimated 
that the annual rate of growth of demand for oil 
products will be 15 per cent, and for natural gas, 
10 per cent. 


The aim of the Government in expanding the 
energy sector is not only to provide added supplies 
of power, but to help the country’s balance of 
payments position as well. The proportion of total 
energy used domestically which is imported, largely 
accounted for by fuel oil, has increased rapidly of 
late and stood at 44 per cent of the total energy 
supply in 1968. Development of domestic sources 
of supply can thus save on imports and strengthen 
the country’s balance of payments position. 


The export-processing zones 


Export-processing zones are a device for inducing 
investment in export enterprises from both domestic 
and foreign sources. The advantages for the firms 
are the availability of all the facilities of an industrial 
park and minimal procedural requirements. The 
Government established the first zone at Kaohsiung 
in 1966, and two more are in the process of being 
set up, one more at Kaohsiung and one near Taichung. 
In August 1970, the Kaohsiung zone had about 150 
factories operating on 69 ha, and, by May 1970, six 
applications had been approved for Taichung, which 
has, on 23 ha, a designed capacity for fifty firms. 
The third zone, which, with 115 ha, is the largest 
of the three, began to accept applications in mid-1970. 
The second and third zones are expected to be 
completed by the end of 1970. 


The development of the export zone scheme is 
linked in some minds with the noteworthy successes 
achieved in exports, and some other countries of the 
region appear to be considering the possibilities of 
introducing such a scheme. However, the initial 
enthusiam in China (Taiwan) is giving way to a 
critical re-evaluation after several years’ experience. 


One problem that has emerged is that the linkage 
effects on the rest of the domestic economy have been 
weak. Few Taiwan products are used as material 
inputs, and these constitute perhaps no more than 10 
per cent of total material inputs. In addition, there 
has been relatively little spillover of technology and 
expertise into the rest of the economy, so that this 
hoped-for major benefit of foreign investment has not 
been realized to the extent expected. 


12 The first, the Talin No. 2 thermo-electric station, with a capacity 
of 300 MW, went into operation in May 1970. 
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A second problem is that the industries that have 
been attracted are largely labour-, rather than capital- 
intensive, particularly the electronics and garment 
industries. This has reduced the availability of 
labour for firms operating mainly for the domestic 
market, and, by increasing the demand for labour, 
has led to wage increases. In addition, the zone has 
attracted workers from agriculture, and a seasonal 
and regional labour shortage has emerged there, 
causing some reduction in multiple-cropping. 


Another problem has been the disposal of goods 
of a quality unsuitable for export, since products 
from the export zones cannot legally be sold within 
the Republic without a great deal of administrative 
effort. This seems to have reduced the attractiveness 
of the zones to local firms, which perhaps tend to 
face this problem to a greater degree than’ do joint 
ventures or foreign enterprises. : 


_ There is also a feeling in some quarters that the 
benefits offered by the zones may attract poorly-run 
firms that could not compete with the better firms 
without concessions. According to this view, if firms 
cannot survive without concessions, they should not 
be wanted. 


It is not clear what the net assistance to the 
balance of payments has been from the establishment 
of the Kaohsiung zone. In 1969, this zone supplied 
less than 6 per cent of all exports by value and this 
is a gross figure. Net exports, gross exports less 
imports, would be less than this. For example, 46 
per cent of the exports were electronic items, and 
these have a large import content. For the zone 
itself, net export earnings are about 25 per cent of 
gross export sales. 


There is also some question as to whether the 
export zone already in operation has increased the 
inflow of foreign capital or merely directed some of 
it into this location within Taiwan. Figures seem to 
show that the average monthly inflow of overseas 
Chinese and foreign capital between 1952 and 1967 
was greater than that in the first twenty months of 
operation of the first zone.1® Finally, in the re- 
evaluation of the value of export zones their isolation 
from the domestic economy is considered to be 
something of a problem. 


Agricultural modernization 


One of the most significant developments in 
recent years has been the emergence of seasonal labour 
shortages in agriculture, and the demand for labour 
within industry continues to grow, with agriculture 
as one source of supply of workers. Consequently, 
the strategy of agricultural development in the next 


13 “The Kaohsiung Export Processing Zone”, in Industry of Free 
China, September 1968, p. 30. 


few years will be one of raising the productivity of 
those remaining in agriculture, so that the transfer 
of labour to industry will not be at the cost of 
reduced agricultural output. As part of this strategy, 
mechanization in various forms will become increas- 
ingly important in the agricultural sector. 


The progress of mechanization is presently 
hindered by the small size of holdings and the cost 
of new equipment. The average size of farms has 
suffered a steady decline from 1.18 ha in 1956 to 
1.03 ha in 1969. Since 1961, however, efforts have 
been made to consolidate small plots, and some 
farmers put their machines out on local hire. It has 
been suggested that hiring of machines could be 
encouraged by the Government, and that this, together 
with specialization of crop by area, would permit 
the purchase and economic utilization of more 
specialized machinery. Some machinery stations have 
already been established in traditional rice-growing 
areas, and local farmers can hire a team with machines 
from them. 


The cost of machinery and fertilizer inputs is 
extremely high. Import substitution in fertilizer pro- 
duction has led to very high costs of domestic output 
so that, despite a price reduction of urea in March 
1970, the domestic price is still about 60 per cent 
above prevailing world levels. In addition to this 
is the problem of credit availability. At present, the 
agricultural credit system does not seem to provide 
adequate facilities for long-term financing. 


In sum, 1970, like 1969, was a good year for 
the country’s economy, despite the emergence of some 
inflationary tendencies as shown by the rise in the 
consumer price index. The shift in development 
strategy to heavy industry and infrastructural develop- 
ment may result in some slowing down in the over-all 
rate of growth of GNP, but it will also help to remove 
important bottlenecks to future growth. Finally, both 
monetary and fiscal policies will continue to play an 
important role in containing inflationary pressures 
arising out of the current development programme. 


Fiji 
Introduction 


Fiji consists of a group of some 800 islands 
spreading over 100,000 sq mi of ocean in the south 
central pacific. The largest island, Viti Levu, where 
the capital, Suva, is located, makes up nearly 60 per 
cent of the total land area. On 10 October 1970, 
following a period of rapid constitutional development 
in the 1960s, Fiji emerged as a fully self-governing 
dominion within the British Commonwealth. 


1 This is the first time that a survey of Fiji has been included in the 


Economic Survey of Asia and the Far East. 
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The economy of Fiji is based essentially on 
agriculture, which occupies about 50 per cent of the 
labour force. Though subsistence agriculture and the 
production of cash crops and livestock products for 
local markets occupy a major part of the labour force, 
sugar production for export is the most important 
single activity. Bananas, coconuts and gold are the 
other principal export items, with fish products a 
more recent development. In recent years, there has 
been a considerable expansion of recipts from tourism 
which have largely offset the failure of traditional 
commodity export receipts to rise. 


Expansion in tourism, government expenditure 
and the building and construction industry have been 
the main reasons why economic growth has been able 
to continue during the past five years in spite of 
stagnation in traditional export earnings. Over the 
period 1965-1970, gross domestic product rose at 
about 5.3 per cent per annum, which was only slightly 
below the planned rate of growth of 5.6 per cent 
per annum. Population increased during this period 
at an average annual rate of 2.5 per cent, so that 
the rise in real income per capita was about 2.8 per 
cent per annum, and the level of per capita income 
in 1970 is estimated at US$393. There were con- 
siderable differences in sectoral growth rates. Agri- 
cultural output grew at only 2.3 per cent per annum, 
reflecting the stagnation of sugar, copra, and banana 
production. Manufacturing output grew at an average 
rate of 5.2 per cent per annum. Both of these rates 
of growth were less than planned. By contrast, the 
building and construction sector grew by 12.8 per 
cent per annum, compared with the planned rate of 
growth of 4.8 per cent, and the transport and 
communications sector grew by 11.8 per cent per 
annum, compared with a planned increase of 6.1 per 
cent. The fastest growing sector has been tourism, 
at just over 20 per cent per annum since 1965; nearly 
twice as fast as the planned rate of growth of 10.7 
per cent per annum. 


The sixth development plan for the period 1970- 
1975 was published at the end of November 1970 
and it provides for a growth rate of 6.7 per cent 
per annum. Particular emphasis is also laid on the 
need to secure better income distribution in the 
country, especially as between rural and urban areas, 
because this division to a large extent coincides with 
the ethnic divisions within the country. Better income 
distribution is seen as an essential part of avoiding 
urban-rural disharmony and political instability in 
the future. Although the new plan is expected to 
create 30,000 new jobs, a rise in the total number 
of urban unemployed from 9,600 to 12,100 is seen 
as likely, given the levels of expenditure projected 
under the plan. 


Use of resources 


The over-all growth of 5.3 per cent per annum 
in real terms of the Fiji economy for the period 
1965-1970 was accompanied by changes in the struc- 
ture of the economy. The main feature was a decline 
in the share of agriculture, forestry, and fishing from 
33.5 per cent in 1965 to an estimated 27.2 per cent 
in 1970. Mining and quarrying as well as manu- 
facturing also fell slightly. The building and con- 
struction industry increased its share from 5.4 per 
cent to 8.4 per cent over the same period, a movement 
which was roughly paralleled by the transport and 
communications sector which also increased its share 
to 8.4 per cent in 1970. The tourist sector, though 
small in total, doubled its share of gross domestic 
product from 1.7 per cent to 3.4 per cent, and, with 
a planned growth rate of around 20 per cent for the 
next five years, it is expected that it will once again 
nearly double its share during the forthcoming period 
of the sixth development plan. 


A particularly noticeable feature of economic 
development in Fiji in recent years has been the 
sharp increase in the share of investment in gross 
domestic pruduct and the reduced share of private 
consumption. In 1965, private consumption was 72.1 
per cent of GDP at market prices, but fell to 61.9 
per cent in 1969, and is estimated to have risen to 
just over 63 per cent in 1970. Government expendi- 
ture on goods and services has remained fairly 
constant as a share of gross domestic product at 
around 12 per cent. Gross fixed investment, however, 
has shown a large increase from 20.7 per cent in 
1965, to 26.9 per cent in 1969, and to 28.3 per cent 
in 1970. The largest part of this investment is in 
the private sector, private investment being 20.7 per 
cent of gross domestic product at market prices in 
1970. The large rise in investment and the slow 
growth in personal consumption have undoubtedly 
helped to lay solid investment foundations for future 
growth. 


Consumer prices rose only 2.8 per cent in the 
period 1965-1968, but rose sharply in 1969. Part 
of the increase is accounted for by price rises which 
took place on the conversion to decimal currency at 


the beginning of 1969. 


Agriculture 


The main islands of Fiji are fairly mountainous, 
and agriculture and settlement are confined very 
largely to the relatively fertile coastal plains and river 
deltas. Approximately 30 per cent of the area culti- 
vated was in sugarcane and 50 per cent in coconuts. 
Sugarcane is grown mostly on the dry western side 
of Viti Levu and Vanua Levu, the two main islands, 
with coconuts more generally distributed, but with 
significant commercial plantations on the third largest 
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island, Taveuni. Sugarcane, coconuts and bananas 
are the main cash crops, but a wide variety of tropical 
fruits and vegetables is grown, principally for local 
consumption but also, to some extent, for the export 
market. 


Total agricultural production has fluctuated sub- 
stantially over the years, mainly because of the size 
of sugar output in the total, and variable weather 
conditions have affected this crop in particular. A 
major problem in the rural sector is the provision 
of adequate marketing facilities. As a means of 
over-coming some of these difficulties, it was an- 
nounced in 1969 that a National Marketing Authority 
would be created by the Government. Its basic task 
will be to facilitate marketing by private and co- 
operative agencies by the creation of storage, grading 
and handling facilities and the provision of advice 
and information. It will give assistance in’ particular 
to co-operatives, which hare an important function 
in the Fiji economy. The number of co-operatives 
rose from 583 to 851 in 1969, and membership rose 
from 18,800 to 26,400. In addition, there was an 
increase in the number of thrift and credit societies 
from 86 in 1968 to 124 in 1969. There is an urgent 
need, however, for better management, and a co- 
operatives training school is being established in Suva 
under the sixth development plan. Consideration is 
also being given to a national co-operative bank as 
a means of mobilizing small savings and providing 
credit in rural areas. 


Most of the basic foodstuffs required in Fiji, 
especially root crops, are produced locally, and pro- 
duction of other foodstuffs, such as meat and dairy 
products, has expanded considerably in recent years. 


The principal commercial crops for export are 
copra, sugar and bananas. In 1969, sugar production 
was affected by drought conditions and cane crushed 
was only 2.3 million tons from 116,000 acres harvest- 
ed by comparison with 2.8 million tons from 115,000 
acres harvested in 1968. Production is not likely to 
increase much in the future as exports are effectively 
limited by quotas under the International Sugar 
Agreement. Internally, an important issue is the 
future ownership and management of the industry. 
The sole milling company is South Pacific Sugar 
Mills, a subsidiary of the Colonial Sugar Refining 
Company (Australia), and it announced its intention 
of withdrawing from operations in Fiji as from the 
end of the 1972 season. The reason is that the 
company considers unacceptable the terms of the new 
contract awarded by an independent tribunal following 
a dispute between the millers and growers. The new 
contract awarded an increased proportion of total 
sugar receipts to the growers and reduced the pro- 
portion going to the milling company. Since that 
time, discussions have been proceeding between the 
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Fiji Government and the Colonial Sugar Refining 
Company on the terms under which the Government 
will take over the assets of the company, but no 
decisions have been made yet. 


The other main export product is copra. Pro- 
duction in 1969 rose to 33,000 tons from the level 
of 28,000 tons reached in 1968. Most copra is now 
crushed in Fiji, exports being principally in the form 
of coconut oil. In 1969, exports of oil were around 
17,000 tons, but at prices which were some 18 per 
cent below 1968. Copra production is expected to 
be about 30,000 tons in 1970, rising to around 48,000 
tons by 1975. 


Banana production for export was affected during 
the year by dry and cool weather and consequently 
export values fell back to F$289,000 compared with 
F $354,000 in 1968. 


Of the grain crops, the most important is rice. 
Although there were increased plantings in 1969, it 
is estimated that over-all production did not increase 
because of adverse weather conditions; likely produc- 
tion in 1970 is 20,000 tons. The production target 
for 1975 is 36,000 tons. 


Industrial production 


With clearer evidence that traditional exports of 
sugar, copra, bananas and gold are not likely to show 
much expansion in the future, the need to develop 
industry, both for local needs and for export, is more 
deeply appreicated. Various concessions to assist the 
establishment of manufacturing enterprises have been 
introduced from time to time, but this policy has 
been very largely ad hoc. The tariff is principally 
a revenue instrument. Little thought has been given 
to its use as a positive means of promoting industrial 
growth. 


The sixth development plan contains the most 
explicit and comprehensive statement of government 
policy about industrial development that has yet 
appeared in Fiji. It is recognized that, for a long 
time to come, the Fijian economy must continue to 
depend upon agriculture and traditional agricultural 
exports, such as sugar, but there is a clear recognition 
that a serious start must now be made toward 
expansion of industrial development in Fiji as a 
long-term policy. Furthermore, though the tourist 
industry has been expanding very rapidly, there is 
a desire to avoid having the economy become too 
dependent on tourism. 


The limitations to the scope of industrial develop- 
ment in Fiji seem to be fully appreciated. Industrial 
development is not sought irrespective of cost, but 
is considered in the content of the relative competi- 
tiveness of products with those produced elsewhere in 
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the world. The small size of Fiji, with a population 
which will be only about 740,000 in 1985, places 
clear limitations on the types of industries that can 
be developed within the scope of the Fiji market. 
In the initial stages, therefore, industrial development 
policy will seek to concentrate on industries where 
economies of scale are not important, where transport 
costs from other countries are high, or where local 
advantages can be exploited. Industries processing 
local agricultural produce, therefore, have a high 
priority, and it seems clear that there is considerable 
scope for import substitution, especially in the pro- 
duction of processed foodstuffs. Priority is also to 
be given to those products for which export markets, 
especially in other Pacific islands and countries such 
as Australia and New Zealand, are likely to be 
available. This applies in particular to processed 
fruits and vegetables, fish products, and forestry 
products such as sawn timber, veneers and plywood. 
Exports of some manufactured goods have increased 
significantly in recent years, although, in total, they 
are relatively small contributors to foreign exchange 
receipts. 


The Government’s general approach to industrial 
development is to rely primarily upon private invest- 
ment and to establish the infrastructure and investment 
climate within which such private investment can 
confidently proceed. So far as foreign investment is 
concerned, there are no significant constraints on the 
importation of private capital from abroad, and no 
major obstacles to the repatriation of profits and 
dividends and capital. There is also no discrimina- 
tory taxation against foreign investment. This policy 
is likely to continue. 


Recognizing the difficulties that industries have 
to face in Fiji, where suitable land is scarce, and 
also to economize on infrastructure investment, a 
policy of industrial estates has been implemented. 
A major industrial estate at Vatawagqa (Suva) is due 
for completion in 1971 and further estates are 
planned. 


Manufacturing and processing are at present a 
relatively small part of economic activity in Fiji. 
Total output grew at an average 5.2 per cent at 
constant prices over the period 1965-1970, but there 
were considerable fluctuations within this period. 
Manufacturing and processing accounted for 10.5 per 
cent of GNP in 1970. However, more than half of 
this is sugar processing, and, if this is excluded, it 
is clear that the share of other manufacturing in 
gross domestic product is small. The manufacturing 
sector also provides only a small share of total 
employment, estimated to be 8.6 per cent in 1970, 
the sugar industry being responsible for over 40 per 
cent of this employment. 


: 


Foreign investment is particularly: important in 
the manufacturing sector. A survey of private sector 
capital investment expenditure in manufacturing show- 
ed that firms with 50 per cent or more of foreign 
capital accounted for 80 per cent of gross fixed-capital 
formation and 84 per cent of total turn-over. 


Mining and quarrying 


This sector contributes about 1.4 per cent to 
gross domestic product. The main activity is gold 
and silver mining, with, in recent years, some 
extraction of manganese and copper ores. The value 
of output, however, has continued to decline over the 
past five years, largely because of rising costs of 
development and extraction in the face of constant 
prices. 


Energy industries 


The main output of energy used in Fiji is 
electricity, derived almost wholly from  diesel-oil 
generating plants. Public electricity supply is largely 
confined to the main urban areas; the population in 
areas so covered being about 170,000 in 1970, 
compared with 60,000 in 1965. Consumption of 
electricity has risen very rapidly. Rural electrifica- 
tion on a large scale is not planned for the immediate 
future, mainly because of the high cost involved. 
Nevertheless, it is proposed that assistance be given 
towards the provision of diesel generators in rural 
areas. 


The growth of demand makes it possible to 
consider the feasibility of hydro-electric schemes. 
Some preliminary investigations have already been 
made, and there are indications that a good site exists 
in the central part of Viti Levu, with a capacity of 
about 200 million kWh per annum. A feasibility 
study of this project will be undertaken in the near 
future with a view to its implementation in the latter 
part of the 1970s. 


Building and construction 


The building and construction industry is one 
of the fastest growing sectors of the economy. In 
order to meet the targets of the sixth development 
plan, with its heavy emphasis on investment, the 
industry will need to grow in the next five years at 
an average rate of 9 per cent per annum. In 1965, 
building and construction accounted for 5.4 per cent 
of gross domestic product, but this had increased to 
8.4 per cent in 1970. The industry employs about 
7 per cent of the labour force. Wage rates are 
generally above the average for all industries, the 
daily mean wage being F$2.40 in 1969 by comparison 
with the all-industry figures of F$2.32. The expan- 


sion of the industry in recent years has been a result 


194, 


of government and private investment in the hotel 
industry. The industry is at present suffering from 
an acute shortage of skilled workers and although the 
development plan recognizes the need to increase 
skilled manpower, it is likely that the industry will 
be under considerable pressure to meet the building 
and construction targets in the plan. The industry 
is an important user of local supplies, the main 
product being cement, the output of which was 55 
per cent greater in 1970 than 1965. No clear data 
on building costs are available but it seems apparent 
that these costs rose sharply in 1970. 


4 


Services 


The wholesale and retail trade of the economy 
grew by 4.5 per cent in real terms between’ 1966 and 
1970, rather less than the growth of the economy as 
a whole. This sector contributed 15.8 per cent of 
gross domestic product in 1970 and is an important 
employer of labour, especially in urban areas. Much 
of this labour is self-employed or family labour rather 
than wage employment. One of the main problems 
facing the further development of the sector is the 
limited size of the Fiji market which makes it difficult 
for firms to grow to a size where significant economies 
of scale may be reaped. 


The provision of adequate transport and com- 
munication is particularly difficult in Fiji with its 
widespread geographic dispersion. In the last five 
years, the transport and communications sector has 
expanded at an average of 11.8 per cent per annum. 
Its share of total gross domestic product has increased 
over the period from 5.6 per cent to 8.4 per cent. 
A general survey of transport and communication 
facilities and requirements for Fiji was carried out 
by United Nations experts and their report was 
presented in 1969. The report recommended ex- 
penditure of around F$40 million over the next ten 
years, and these recommendations are reflected in the 
provision of just over F$24 million in the sixth 
development plan, this being more than one-third of 
the total of central government capital expenditure 
for the period. Much of this expenditure will be 
on the provision of inter-island shipping and airport 
facilities but the largest element will be the expendi- 
ture of F$14 million on the reconstruction of the 


Suva-Nadi road. 


The tourist industry is the fastest growing element 
in the services sector, though it is still relatively 
small in terms of contribution to gross domestic 
product. The most important sources of tourists to 
Fiji are Australia, the United States and New Zealand, 
and, in 1969, these countries provided about 75 per 
cent of all visitors. 


As a means of encouraging investment in tourist 
facilities, assistance in the form of a grant equal to 
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7 per cent of the capital cost of an hotel (excluding 
land) may be granted, in addition to accelerated 
depreciation of the capital cost over a period of 
fifteen years. Alternatively, allowance on capital ex- 
penditure for tax deduction purposes equivalent to 
55 per cent of the capital expenditure can be offset 
against taxable income. In addition, ordinary depre- 
ciation is allowed on the construction cost. Govern- 
ment expenditure for tourist is primarily in the 
provision of infrastructure in resort areas and the 
development of natural attractions. These expendi- 
tures are expected to amount to F$900,000 over the 
1970-1975 period. 


External trade and the balance of payments 


Fiji operates a two-column tariff involving a 
general rate for goods from non-members of the 
Commonwealth and a preferential rate for goods from 
Commonwealth sources. The maximum general rate 
is 50 per cent, although a more usual rate would be 
25 per cent, with 10-15 per cent the usual Common- 
wealth rate of tariff. A new customs tariff based on 
the Brussels Nomenclature was introduced in 1969, 
and simultaneously the Standard International Trade 
Classification was adopted. In 1969, a tariff review 
committee met to consider the tariff structure in 
relation to development, and, subsequently, duties 
were reduced in 1970 on a wide range of machinery, 
equipment and raw materials from both preferential 
and general tariff areas as a means of improving the 
competitiveness of local industry. In general, reduc- 
tions were up to 5 per cent in respect of preference 
source and up to 15 per cent in respect of general 
sources. The sixth development plan has proposed 
the establishment of a tariff review board to undertake 
continuing review of the tariff structure in the light 
of both revenue and industrial development needs. 
As a means of assisting the export of manufactured 
products, the export tax of 2 per cent on all exports 
was abolished in 1970, except in the case of sugar 
and coconut oil. 


The ratio of imports to gross domestic product 
rose from 43.2 per cent in 1966 to an estimated 51.7 
per cent in 1970. As regards exports, the ratio has 
risen from 38.6 per cent to 45.3 per cent. Fiji ex- 
ports agricultural commodities and services (tourism) 
and imports most of its capital equipment as well 
as a substantial proportion of final consumption goods 
and of raw materials required for manufacturing. 
Exports rose nearly 11 per cent in 1969 over 1968, 
from F$39.2 million to F$43.5 million. The principal 
commodities exported are sugar, which comprises 
about 66 per cent of the total, together with copra 
and coconut products, bananas and gold. Sugar 
exports, which were 341,000 tons in 1968, fell in 
1969 to 317,000 tons, the main reason being lower 
production in Fiji as a result of a particularly dry 
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season in the growing areas. However, prices on 
average were 22 per cent better, so that receipts were 
F$3.2 million higher than in 1968. In the food-stuffs 
category, fish exports (mainly canned) rose from 
F$1.9 million in 1968 to F$3.5 million in 1969. 
Coconut oil exports showed little change in volume, 
but, because of lower prices, receipts were lower at 
F$3.9 million, compared with F$4.8 million. Gold 
exports also fell. Manufactured exports, though 
small, continued to show a steady increase, soaps, 
paints, footwear, clothing, biscuits and metal manu- 
factures being the main items concerned. However, 
these are still only minor contributors to the balance 
of payments. 


The principal markets for Fiji’s exports are the 
United Kingdom, Australia, Canada, New Zealand and 
the United States. The share of the United Kingdom 
in Fiji’s exports has steadily dropped from 41.5 per 
cent in 1965 to 34.6 per cent in 1969. Canada’s 
share rose from 6.3 per cent in 1968 to 9.3 per cent 
in 1969, largely because of increased purchases of 
sugar. The United States share has risen from 13.6 
per cent to 15.7 per cent, partly because of increased 
sugar purchases, but also because it is the main market 
for fish products from the Japanese-operated tuna-fish 
cannery. 


The main sources of imports are the United 
Kingdom, Australia, Japan and New Zealand. The 
United Kingdom’s share of imports fell from 23.4 
per cent in 1965 to 19.9 per ecnt in 1969; Australia’s 
share from 29.4 per cent to 25.3 per cent; and New 
Zealand’s share increased from 8.1 per cent to 9.3 
per cent over the period as the result of greater 
competitiveness following the devaluation of the New 
Zealand dollar in November 1967. The Japanese 
share in imports was 14.2 per cent in 1969. 


A summary of the Fiji balance of payments for 
the period 1965-1970 is given in Table II-3-13. A 
noticeable feature is that there has been a growing 
commodity trade imbalance over the years, reaching 
nearly F$40 million on a c.if. basis in 1970. In 
large measure, this has been offset by rapidly in- 
creasing receipts from tourism, but there is still a 
deficit which has been met by public and private 
capital inflows. These have been sufficient to allow 
some increase in external reserves. 


Population and social development 


As at mid-1970, Fiji’s population was estimated 
to be 520,000 and to be growing at an average rate 
of 3.3 per cent per annum. Since 1966, population 
growth has slowed down somewhat, partly as the 
result of an intensive family planning campaign but 
also because of such factors as the delayed marriage 
of Indian women. The population is multiracial, with 
42.7 per cent indigenous Fijian, 50.1 per cent Indian, 


: 


and the balance European, Chinese, and other ethnic 
groups, principally Pacific Islanders. In common 
with many other developing countries, Fiji’s popula- 
tion is very young, 55 per cent being under the age 
of 19 years at the end of December 1969. This, of 
course, has particular significance for the provision 
of educational and medical and other social services, 
as well as for the provision of work opportunities in 
the 1970s and 1980s, though the rapid decline in 
the birth rate achieved since the mid-1960s will have 
some effect in reducing these demands. The labour 
force is estimated to be 149,500 in 1970, of which 
139,900 were in employment. The labour force is 
growing by approximately 4.4 per cent per annum. 
One part of the problem of preventing a rise in 
unemployment is to ensure a reasonable rate of 
progress in rural development as a means of keeping 
people out of urban areas, but what is more important 
is the problem of up-grading the general level of 
skills of workers, and this is seen as one of the 
major tasks of education expenditure in the next 
development period. 


Money credit and prices 


The Government does not exert control over the 
level of money and credit in Fiji. The operations 
of the Currency Board, which is a part of the Ministry 
of Finance, are confined to the issue and redemption 
of currency against foreign exchange. The money 
supply is thus influenced directly by changes in the 
foreign exchange reserves of the commercial banks. 


The money supply rose steadily from the end of 
1965 to the end of 1968, from F$36.3 million to 
F$45.8 million. In 1969, there was a sharp expansion 
to F$55.2 million, since which time it has been fairly 
stable, reaching only F$55.8 million at the end of 
June 1970. Some part of this expansion reflects the 
monetization of the economy, but the general rise in 
economic activity of the last few years is the main 
factor involved. The money supply in Fiji is defined 
as notes and coins plus total net deposits.? Prices 
remained fairly stable over the period 1965-1968, but 
there was a sharp up-turn in 1969, and a further rise 
in the first five months of 1970 of just over 4 per 
cent. Rising import prices seem to be one factor 
and this is important because of the size of imports 
in relation to gross national product, but another 
factor has been wage increases, the wage index show- 
ing a rise of 5.6 per cent between 1968 and 1969, 
since when further increases have been granted, 
especially in the manufacturing, construction and 
government sectors. The rise in these sectors reflects 


—_——i____—__ 

2 Total net deposits = (deposits with trading banks plus deposits 
with commercial banks plus deposits with post office savings banks) 
minus (cash with trading banks plus commercial savings banks de- 
posits with trading banks plus cash with post office savings banks plus 
post office savings banks deposits with commercial banks). 
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Table I1-3-13. Fiji: 


Part Two. 


Balance of payments, goods and services, 1965-1970 


(in million Fijian dollars, current prices) 


Current Economic Developments 


Item 1965 1966 1967 1968 1969 19708 
Receipts 
(a) Exports, f.o.b. 35.1 B17 34.9 39.9 43.8 45.1 
(c) Non-monetary gold . 3.1 3.0 3.1 3.5 3.4 Ep) 
(d) Freight and insurance 0.9 1.0 0.9 0.9 1.0 1.0 
(e) Other transport 6.0 5.8 6.4 8.3 8.9 95 
(f) Foreign travel va 8.6 11.1 15.6 20.9 26.7 
(g) Investment income 1.4 1.7 1.1 1) 1 1.6 
(A) Government services . iTS 12 0.9 1.0 if U2 
(i) Other services, n.e.s. . 0.7 1.0 eS 1.1 23) 1.6 
Total . 55.9 54.0 59.7 71.8 81.9 89.9 
Payments 
(6) Imports, f.o.b. 47.2 39.7 45.7 55.4 63.1 72.1 
(d) Freight and insurance 10.3 9.8 9:9 12.3 13.9 15.8 
(e) Other transport 3.0 3.3 3.0 4.0 4.4 4.9 
(f) Foreign travel 1.1 2.2 1.4 1.6 17 1.8 
(g) Investment income 6.6 5.0 6.3 75 8.0 8.7 
(A) Government services . 0.3 0.3 0.4 0.4 0.5 0.6 
(1) Other services, n.e.s. . 1.4 1.8 1.4 1.3 1.6 1.9 
Total . 69.9 62.1 68.1 82.5 93.2 105.8 
Combined receipts and payments (net), 1965-1970 
Commodity trade balance” . —9.0 —5.0 —7.7 —12.0 —15.9 —23.8 
Goods and services balance . —14.0 —8.1 —8.4 —10.7 —113 —15.9 
Private capital inflow® 7.0 Po) D7, 6.6 6.6 11.4 
Public capital inflow . 7.0 4.6 De 4.1 4.7 4.5 
Total capital inflow . 14.0 8.1 8.4 10.7 1L3 15.9 
Commodity trade balance* . —19.3 —14.8 —}7.6 —24.3 —29.8 —39.6 
Net income paid abroad® —5.2 —3.3 —5.2 —6.0 —6.5 —7.1 


Note: Net inflow (++) net outflow (—). 
* Estimated. 


» Calculated on an f.o.b. basis. 


© The capital inflow is the sum of transfer payments and changes in capital movements. 


? Calculated on a c.i.f. basis for imports. 


© Net income paid abroad is net investment income paid overseas, net value of item (g). 


in large measure the pressure of demand. The con- 
struction industry, in particular, is hard-pressed for 
labour and is suffering severe shortages of skilled 
personnel. There has been little rise in agricultural 
wages. 


Monetary controls are virtually non-existent, but 
some attempt to use them has been foreshadowed in 
the recent development plan. This could include not 
only controls over interest rates but also on the 
lending policies of banks. There is no central bank 
in Fiji, monetary policy being in the hands of the 
Ministry of Finance. Cabinet approval for the estab- 
lishment of a central bank was given towards the 
end of 1970, and advice is being obtained on its 
establishment from the Bank of England and the 
Reserve Bank of Australia. 


Public finance 


In 1969 current expenditure was F $34.4 million, 
a rise of 12 per cent on the 1968 figure of F$30.7 
million. Of current expenditure on goods and ser- 
vices, administration accounted for 32.1 per ‘cent in 
1969, community services (such as public health and 
sanitation) 1.8 per cent, social services (including 
education, health, and housing) 45.2 per cent, trans- 
port and communication 14.1 per cent, and various 
economic services (such as agriculture, forestry, 
fishing and economic surveys) 6.9 per cent. 


Revenue in 1969 was up by 16.2 per cent on 
1968. On the budget figures there was a surplus in 
the current account of F$3.1 million in the year 
ended December 1969. Of total revenue receipts, 
71.3 per cent came from taxation. Import and export 
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duties showed a sharp rise, an upward trend related 

not only to rapidly rising imports but also the shift 
towards sources of imports which bear general rather 
than lower preferential tariff rates. The main element 
in direct taxation is income taxes on companies and 
individuals. These taxes showed an increase of F$1.4 
million in 1969, reflecting the general rise in incomes 
as a result of increased economic activity. 


For 1970, expenditure is expected to show an- 
other substantial increase of 14.3 per cent to F$39.4 
million on the revised estimates. Education, health 
and welfare services show the biggest increases, but 
with continually rising prices and wages during 1970, 
including a substantial wage increase for civil ser- 
vants, all headings are affected. 


By contrast, revenue is expected to rise by only 
5 per cent to F$39.5 million, thus showing a nominal 
surplus of about F$1.9 million. The budget intro- 
duced on 27 November 1970 provides for a rise in 
expenditure of 14.5 per cent to F$45.1 million in 
1971, about the same percentage rise as in 1970, and 
tax revenue is expected to go up by 11.5 per cent. 


Expenditure figures in 1971 are affected by the 
fact that this will be the first year of the sixth 
development plan. Substantial increases in expendi- 
ture on education and health are involved and in 
addition there are special requirements, such as the 
establishment of overseas missions which arise out of 
the fact that Fiji is now an independent country. 


A detailed breakdown of the capital budget 
including government enterprise and statutory boards 
is available only for the year 1965 to 1969. In the 
latter year, it is estimated to have been F$10.5 million. 
Of total capital outlay, 34 per cent was spent on 
transport and communications, 2) per cent on social 
services and 39 per cent on economic services (in- 
cluding fuel and power). Approximately one-half of 
total capital expenditure in 1969 was met from local 
loans, one-quarter from foreign aid and the balance 
from surpluses in the recurrent budget. 


Economic planning 


The sixth development plan for the years 1970- 
1975 recognized agriculture as a major problem, 
particularly because of institutional impediments, such 
as the land tenure system, which are difficult to alter. 
The development of human resources is also seen as 
an urgent requirement in order to overcome the 
critical shortages of specialized personnel, as well as 
to make general education more widely available to 
the population as a whole. Related to this is the 
objective of providing employment opportunities, 
because, during the period covered by the new plan, 
the number reaching working age is especially large. 
Thus the plan places some emphasis on the need to 
seek out labour-intensive projects. In the minds of 


the planners there is also the realization of the need 
to provide a sound economic basis for the develop- 
ment of a stable multiracial society. The important 
element in this is to secure a better distribution of 
incomes. Rural development is especially relevant in 
this context, but improvement of housing, education 
and welfare services, as well as job opportunities for 
the urban population, are also necessary. 


The over-all growth target for the plan is 6.7 
per cent per annum. This is somewhat higher than 
the growth rate in real terms of 6 per cent which was 
achieved in the last three years of that plan. 


Sectoral growth targets are shown in Table 
I]-3-14, 


Table IJ-3-14. Fiji: Projected growth 


Gross domestic 


product Annual growth rate 
Sixth Fifth 
1970 1975 develop- develop- 
(million Fijian ment ment 
Item dollars, 1970 prices) plan plan® 
(percentage) 
Agricul..re, forestry and 
fishing oo. yates of te tot Sie 325 23 
—cash sector. . . . (28.8) (35.9) (4.5) (1.5) 
—rural households . . (19.6) (21.8) (2.1) (3.5) 
Mining and quarrying . . 25 2.8 2.4  —19 
Manufacturing and processing 19.3 24.0 45 52. 
Building and construction . 15.0 23.1 9.0 12.8 
Electricity and water. . 2.0 2.9 8.0 5.9 
Transport and communication 15.0 21.7 nods 11.8 
Gommerce ive lees eek) oe ee. 39.1 6.9 2.6 
TOWLE Sella nett itt 3 6.0 15.0 20.2 20.2 
Government services. . . 12.9 19.3 8.4 5.5 


Other services. 3) | 32800 40.0 7.0 Jol 


Gross domestic product 
(atiFactor icosthic ce) a TOR 245:6 6.7 5.3 


* 1965 prices. 


As the table shows, agricultural production is 
planned to rise at a rate greater than that achieved 
under the fifth development plan. This may be 
over-optimistic, since little growth can be expected 
from the main activity, sugar, nor is the subsistence 
sector likely to show much expansion. Thus, in order 
to achieve even a low rate of growth in the sector 
as a whole, the cash sector other than sugar must 
be expanded at a much faster rate than has previously 
been achieved. The cash sector includes both fisheries 
and forestry production, and there seem to be good 
prospects for both these types of production. Manu- 
facturing output as a whole is expected to increase 
at a much lower rate than the economy as a whole. 
The most rapidly growing sector will again be 
tourism, as it was under the fifth plan, and this is 
projected at the same rate of growth as was then 
achieved. The tendency for the economy to become 
more service-oriented, as observed in previous years, 
will continue through the period of the new plan. 
Personal consumption will decline relatively from 63.0 
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per cent of GDP in 1970 to 59.8 per cent in 1975. 
Gross fixed-capital formation, however, will rise from 
28.3 per cent to 30.2 per cent of GDP. The size of 
the proposed investment programme raises the ques- 
tion of whether the physical capacity of the building 
and construction industry will be sufficient. So far 
as finance is concerned, it is expected that 73 per 
cent of the total (F$266 million) will be provided 
from domestic sources, largely through personal 
savings of F$96 million and undistributed profits and 
depreciation reserves of F$150 million. The balance 
of 27 per cent is expected to be provided from 
external sources, through public and private capital 
inflows. So far as govérnment investment is con- 
cerned, it is expected that F$52.9 million will be 
provided from borrowed funds both locally and ex- 
ternally (including a loan of F$9.50 million from 
IBRD). Grants-in-aid are estimated to be F$7.5 
million, the balance of the funds required coming 
from revenue surpluses and reserves. Thus, reliance 
upon external sources of funds is likely to be of the 
order of 53 per cent of the total, compared with 41 
per cent during the fifth development plan. 


Hong Kong 
The Hong Kong economy did well in 1970, 


continuing the success of recent years, but there are 
signs that the growth in industrial output may be 
slowing down and might possibly amount to only 
10-15 per cent over the year. 


The drastic reduction in building after 1967 is 
now reflected in quite substantial increases in the 
rents of domestic, industrial, and commercial build- 
ings, and as a result a building boom has begun. 
The labour supply, which has been tight for the last 
few years, has grown even tighter, with money wages 
rising by almost 16 per cent between March 1969 
and March 1970. Inflationary pressures now exist, 
caused by excess demand conditions and increases in 
the price of imports; the rise in the General Consumer 
Price Index in the first seven months of 1970 was 
5.9 per cent, compared with 3.6 per cent for the whole 
of 1969. 


Much effort has been devoted to improving in- 
frastructural facilities in the past few years, and 
current projects include roads and flyovers, extensions 
to the airport, a cross-harbour tunnel, and container 
facilities at Kwai Chung. The possibility of a subway 
system for mass transit is under serious consideration. 


The population passed the four million mark in 
1969 and was estimated at 4.089 million at mid-1970. 
The rate of growth of population has slowed con- 
siderably, because of a lower level of immigration 
and a falling birth rate, and the population boom 
seems over, at least for the time being. This will 


1 This is the first ECAFE survey of Hong Kong since 1955. 


ease the problem of providing new housing for the 
increase and allow more attention to be paid to 
families in substandard accommodation and to im- 
proving publicly supplied accommodation. The pres- 
sure on the primary schools has also eased somewhat, 
and cautious steps in the direction of free primary 
education are being taken. 


Tourism continues to develop rapidly, receipts 
from this source amounting to a sizable $217 million 
in 1969. It is estimated that the number of tourist 
visitors may approach one million in 1970, and, on 
the average, each visitor is estimated to spend some 
$283. 


With respect to foreign trade, Hong Kong’s future 
depends heavily on the potential effects of the United 
Kingdom’s entry into the European Economic Com- 
munity, on whether UNCTAD decides to consider 
Hong Kong a developed or a developing economy, 
and on governmental decisions by other countries on 
trade restrictions. 


The growth rate 


Hong Kong does not keep official national income 
accounts, balance of payments accounts, foreign 
exchange reserve figures, or terms of trade indices, 
which makes a definitive analysis of the economy 
extremely difficult. However, it is believed that the 
growth of national income slowed in the second half 
of the decade, from about 12 per cent per annum 
between 1960 and 1965 to perhaps 8 per cent per 
annum between 1965 and 1969. The size of per 
capita GNP is especially uncertain, but a statement 
by the Financial Secretary indicated that it might 
have been about $600 in 1968.2 Taking this as a 
base and assuming a growth rate of GNP of perhaps 
8 per cent and a population growth rate of about 
2 per cent since 1968, per capita GNP should be of 
the order of $670 in 1970. 


The process of economic growth is generally so 
complex that it is difficult to identify specific factors 
as being independently crucial. For example, Hong 
Kong’s rapid growth since the early 1950s was clearly 
given impetus by the inflow of large amounts of 
capital and skilled entrepreneurs and cheap labour 
from mainland China. Also important, however, was 
the setting. The Hong Kong Government has provid- 
ed a good basic infrastructure, has imposed virtually 
no economic controls, and has maintained low taxes 
on business. 


Hong Kong’s entrepreneurs have proved to be 
highly responsive to shifts in demand and have 


? This is close to the figure of $559 for GDP per capita in 1967 that 
was given in the Times (London) of 21 September 1970. Assuming 
an increase of 8 per cent in GDP, per capita GDP in 1970 would be 
around $660. 
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effectively used their well-established trade connexions 
to discover and develop markets for new industrial 
products. Of similar importance has been a high 
degree of factor and especially of labour mobility 
without which Hong Kong would not have been able 
to respond so flexibly to constantly changing cir- 
cumstances, 


Also contributing to growth has been a continuing 
inflow of capital, particularly from overseas Chinese, 
the United Kingdom, the United States and Japan. 
In addition to the generally favourable climate for 
investment already described, easy exchange converti- 
bility has been a factor in attracting this flow. 


Finally, the Government has contributed in a 
direct way to growth, especially in the export sector. 
In 1966, it established a Trade Development Council 
with offices in Europe, Australia, Africa and the 
United States. This Council helps to promote exports, 
sends out trade missions, and promotes exhibitions 
at trade fairs. At about the same time, an Export 
Credit Insurance Corporation was established, and 
the Hong Kong Productivity Council, set up in 1967, 
actively promotes higher productivity in industry. 


Industry 


The few output figures currently available in- 
dicate that electricity output went up by some 14 
per cent in 1969, while cement output increased by 
less than one per cent. The latter figure reflects the 
substantial decline in the construction of new build- 
ings in 1969, when the number completed was only 
one-fourth of that in the boom year of 1967. In 
the industrial sector, the electronics, clothing, wig, 
and toy and doll industries are growing rapidly, while 
the cotton textile industry is declining both relatively 
and absolutely. 


The problem of industrial finance is currently a 
subject of discussion in Hong Kong. There is no 
industrial development bank, and it is generally 
believed that, while large firms have no difficulty in 
securing finance for expansion, some small firms do 
face difficulties in this respect. A report issued in 
1970,? following a study that lasted for almost two 
years, concluded that short-term loan facilities for 
small industry were adequate but that medium-term 
loans for the purchase of machinery were difficult to 
obtain. On the basis of these findings, the report 
recomemnded that a scheme be jointly established by 
the Government and the commercial banks to improve 
this aspect of industrial financing. An earlier report 
had concluded that the case for an industrial bank 
had not been proved at the time the report was issued, 
but that future developments might warrant recon- 


sideration.* 


3 Report of the Loans for Small Industry Committee to the Trade 
and Industry Advisory Board, March 1970. 
4 A report by the Industrial Bank Committee, 1960. 


Bearing on the subject of industrial finance, a 
chronic labour shortage exists, and the situation is 
worsening steadily. Moreover, this trend can be 
expected to continue, since the natural incréase in 
population has considerably slowed down, and the 
rate of immigration is presently low. At the same 
time, the demand for labour is increasing as a result 
of rapid industrial development. It seems probable, 
therefore, that, in the next decade, firms will in- 
creasingly face the need to change their production 
techniques and to automate as much as possible. 
This process will require a much greater amount of 
industrial investment than in the past, and it is 
doubtful if the small firms will be able to make the 
necessary changes, given the present sources of in- 
dustrial finance. In addition, it is likely that some 
large firms will also face the need to re-equip with 
new types of machinery in the next decade. 


In view of these considerations, it may be 
opportune to reconsider the question of establishing 
an industrial bank which could put to productive 
local use the admittedly surplus funds of commercial 
banks that are at present remitted abroad. It seems 
likely that such a bank would serve as a catalyst 
for development. 


Industrial training is also an increasingly urgent 
problem for development, because the demand for 
trained and skilled technicians in industry is growing 
and will further increase. The Government is aware 
of the problem and is devoting much effort to its 
solution. At present, the Technical College has 
16,280 students, mainly taking evening classes, and 
the Morrison Hill Technical Institute will eventually 
have about 11,000 students. As an addition to these 
facilities, the Government has decided to develop a 
Polytechnic which will include the Technical Institute. 
This Polytechnic is expected to have about 24,000 
students, mainly part-time, by 1974. 


Agriculture 


Agriculture is, in relative terms, a declining 
sector in Hong Kong, and, in 1969, over 10 per cent 
of all suitable land was abandoned and lay fallow.® 
Despite this, the quantity and value of production of 
rice and vegetables, the two main crops, continued 
to increase in 1968/69, though the value of rice 
production was only 15 per cent of that of vegetable 
production owing to output changes in response to 
changes in consumer demands. Since the bulk of 


5 Small firms loom large in importance; for instance, nearly 60 per 
cent of exports of domestic products to the United Kingdom in 1968 
were from small-scale factories. 

6 In the 1966 bi-census, 73,050 persons worked in agriculture and 
fishing, whereas 551,350 worked in manufacturing industry alone. 
Only 5 per cent of the economically active population worked in agri- 
culture and fishing in 1966, a figure that corresponds to Western in- 
dustrial countries. 
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the working population is urban, market-garden farm- 
ing has emerged as the major type of farming, 
supplying vegetables and meat, particularly pigs and 
poultry, and it is anticipated that the share of 
vegetable production within agriculture as a whole 
will increase. Despite much government assistance 
to agriculture, such as extension services and cheap 
credit, the trend to relative decline is likely to con- 
tinue over the long run, with more rapid growth 
elsewhere in the economy. 


Population 2 


That the population has grown rapidly in the 
past is well known, but a new era has apparently 
been entered with a slowing of the population growth 
rate (1.7 per cent in 1969). The natural rate of 
increase in population has fallen steadily and was 
down to 1.5 per cent in 1969, while the crude birth 
rate has declined from 3.0 per cent in 1964 to 2.0 
per cent in 1969, and this despite an increase in 
registered marriage each year since 1966. This 
appears to reflect the fact that Hong Kong is a highly 
urbanized community, a growing awareness of the 
benefits of small families, a change in traditional 
attitudes, and the efforts of the Family Planning 
Association which now has an office in ten of the 
twenty-three resettlement estates.” 


This slowing down of the birth rate is likely to 
worsen the situation with regard to the labour supply 
in the future, as the demand for labour increases. 
Concurrently, however, it should assist in the solution 
of social problems in such areas as housing and 
education. Working against the trend, on the other 
hand, is the fact that the 20-24 year old cohort is 
twice as large as the 25-29 or 30-34 year old cohorts, 
and, it is just possible that, in the very near future, 
this will result in an increase in the crude birth rate 
for a relatively short period. 


Employment 


The estimated employment distribution at the 
end of 1969 is as follows: 


Within the manufacturing sector, the major 
employers in 1969 were clothing (141,755), textiles 
(other than clothing) and made-up textile goods 
(79,315), toys and dolls (38,779), electronics 
(37,417) and wigs (25,486). 


Flexibility of resource allocation, which contri- 
butes much to the success of Hong Kong, is reflected 
in the high degree of labour mobility. This flexibility 
is clearly evident in table II-3-16 which examines 
for a three-year period the degree of change in 
employment in a selected group of industries. 


7 The resettlement estates house over one million people, and, on 
average, these people are among the poorest in Hong Kong. Under 
normal conditions, the birth rate of the poor is high, so that these 
estates provide a good field for family planning efforts. 


Table II-3-15. Hong Kong: Distribution of 
employment as at the end of 1969 


Number Percentage 

Item (thousand) distributed 
Manufacturing industry. . . . . 599.8 39.4 
Setviccs <a ag ie ee noe ee 367.0 24.1 
Commerce Tc int goign eng 253.8 16.7 
Constriictionia, © jee rte. eG areenee 93.8 6.1 
Agriculture, forestry and fishing . . 79.5 5.2 
Communication’ y.) oe ae ee ee 104.2 6.8 
Public uglities. Sn ls 0) 2) eee 14.9 1.0 
Mining and quarrying . . . . . 4.6 0.3 
Other jcpeerratteete). os. seen aereaes 5.8 0.4 
Total ce tap tal, se aloe 100.0 


Source: Hong Kong 1969 (Hong Kong Government Press, 1970), 
p. 26. 


Table II-3-16. Hong Kong: Changes in numbers of 
employees from the fourth quarter 1966 
to the fourth quarter 1969 


Change 


Item 1966 1969 (percentage) 


Electrical machinery, apparatus. 30,074 49,111 63.3 


Paper and paper products . . 2,988 5,308 77.6 
Metal products, except machinery 35,928 45,835 27.6 
Rubber products. . . . . 9,232 12,789 38.5 
Mining, other than metal ore . 1,731 769 —55.6 
Tobacco manufacture . . . 1,530 1,176 —23.1 
Communications). «0. «in % 4,804 4,472 —6.9 
Beverage industries . . . . 2,639 2,155 —18.3 


Source: Hong Kong Monthly Digest of Statistics, July 1970, 
table 4.1. 


This apparent willingness of labour to move from 
declining or low-growth industries to industries facing 
an expanding market is important for maintaining 
economic growth, and, with the declining rate of 
population increase, it is likely to be even more 
important in the future. However, a growing ten- 
dency towards specialization of function, combined 
with the spread of higher education, may to some 
extent work against labour mobility in the long run. 


Wages and prices 


The growing labour shortage has been reflected 


in increases in the level of wages in recent years as 
illustrated in table II-3-17. 


An acceleration of both real and money wages 
since early 1969 is clear, and, given future rates of 
growth no lower than in the past, this tendency to 
rising wages seems likely to continue. 
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Table II-3-17. Hong Kong: Index of wage change 
(March 1964=100) 


Money wage 
Change over preceding 
Index 12 months 
Date 
Manu- Manu- 
facturing facturing 
Over-all industry Over-all industry 
March 31967. 2802 126 127 a — 
March 1968. . . 134 134 6.3 55 
March 1969'.° . 142 142 6.0 6.0 
March 1970. . . 163 165 14.8 16.2 
Real wage® 
Change over preceding 
Index 12 months 
Manu- Manu- 
facturing facturing 
Over-all industry Over-all industry 
March?1967 01) +. 118 119 -- _ 
March) 1968: 1) «: 117 117 —0.8 —1.7 
March 11969)..-8..)) 122 122 4.3 43 
March 1970. . . 132 134 8.2 9.8 


Source: Labour Department statistics. 


* The real wage is obtained by deflating the money wage 
by the changes in the Modified Consumer Price Index. 
There is reason to believe that the housing component 
of the latter may be under-weighted and that rental 
estimates are low. 


Prices, like wages, are also rising in Hong Kong. 
The General Consumer Price Index in 1969 went up 
3.6 per cent, and, in 1970, the price.rise accelerated, 
the index showing a 5.9 per cent increase in the 
first seven months of the year. According to the 
index, the rise in food prices (9.1 per cent in the 
first seven months of 1970) is largely responsible. 
However, it is common knowledge that rents on 
property are also rising very rapidly, and it is likely 
that this increase in fixed costs is being passed on 
in the form of higher final product prices over a 
wide range of goods. It.is further worthy of note 
that the price rise is affecting lower more than middle 
income groups. The Modified Consumer Price Index, 
weighted by consumption patterns of households 
spending between $17 and $99 per month, is rising 
faster than the General Consumer Price Index, which 
is weighted for household expenditure of up to $330 
per month.® 


However defined, the money supply increased 
rapidly in 1970. A broad definition® gives a rate 
of increase of 16.5 per cent in 1969, and, in the 
first seven months of 1970, the increase was a further 
14.4 per cent. A narrow definition’? gives a rate 
of increase of 13.3 per cent in 1969, and of 16.1 per 


® The General Index is also pulled up by the inclusion of some 
weighting for the lower-expenditure group, so that the differential 
price rise for the lower-expenditure group is understated. 

® Currency in circulation plus demand, time and saving deposits. 

10 Currency in circulation plus demand deposits. 


cent in the first seven months of 1970. With respect 
to either measure, the minimum expectation for the 
whole of 1970 is an increase of about 25 per cent. 


Social development 


There has been a striking increase in government 
expenditure related directly to social development?! 
from 12.5 per cent of total expenditure in 1965/66 
to 25.2 per cent in 1968/69, and this during a period 
when total expenditure itself increased. The major 
part of the increase in social development expenditure 
was in the education field, but expenditure on all 
other items increased as well. With plans for a new 
public assistance scheme and further increases in 
education spending, the share of public expenditure 
allocated to social development is likely to increase 
still further over the next few years. 


The Hong Kong Government has been involved 
in providing cheap housing facilities since the early 
1950s, and, in 1969, the proportion of the population 
living in government and government-aided housing 
was approximately 40 per cent. By mid-1970, 1.14 
million people lived in resettlement estates and cottage 
areas alone, and the increase in people housed in 
these two forms of government housing was 12,124 
in the first half of the year. However, despite the 
successful rehousing of an extremely large number 
of squatters over the years, there were still 393,514 
squatters as of 30 June 1970. Since 1965, there have 
been fewer squatters each year than the year before, 
but the number is still above what it was when the 
Government first began to tackle the problem, a fact 
which illustrates the magnitude of the task the 
Government has to face. Further problems include 
non-tolerated squatters, overcrowding in resettlement 
areas,!” and some private tenements in which living 
conditions are even worse than in the squatter areas. 


Under the resettlement building programme, 
homes are to be provided for 650,000 persons!? in 
the six years from April 1966 to March 1972, with 
an additional 350,000 in government low-cost housing. 
It is estimated that, by 1975, over two million people 
will be in government-sponsored housing. Recent 
policy has put more stress on better housing than 
on the total number housed, and a trial scheme to 
convert the old Mark I resettlement blocks into self- 
contained flats is now underway. Similarly, more 
emphasis is being placed on low-cost and less on 
resettlement housing, the former being superior in 
quality and higher priced. 


11 Defined in this particular case as spending by the Departments of 
Education, Medical and Health, Resettlement and Social Welfare. 

12 4 density of 1,600-2,400 people per acre is commonly found, 
and the floor space available for a million people is only 6 X 4 ft. per 
person. 

13 Two children under 10 years of age counting as one adult. 
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In educational matters, there is growing pressure 
for free primary education, and it is the Government’s 
intention to abolish primary school fees in government 
schools and government-aided schools in 1971," 
following reductions in fees in 1969. From a deve- 
lopment viewpoint, the biggest problem in education 
is the increasing demand for technically trained 
people. As already noted, this demand is likely to 
increase in the future, and a shortage of technically 
trained personnel could become a serious bottleneck 
for growth. With this in mind, emphasis is now 
being placed on technical training. Approval in 
principle has been givén to a new type of school— 
a junior technical school—to pfovide pre-vocational 
training for students up to the age of 16 years, and 
this is in addition to the measures discussed elsewhere 
for the expansion of other facilities. 


A new public assistance scheme is due to com- 
mence operation in January 1971. It will replace 
the old system of relief in kind (food, and, in a few 
cases, cash), entirely with cash payments. Owing to 
relaxations in eligibility requirements, a large increase 
in the number of recipients is anticipated, the figure 
perhaps doubling. As for costs, an official estimate 
is that they will rise perhaps five times, although 
some unofficial views are that they may increase a 
good deal more than this. The scheme will be 
administered by the Social Welfare Department, pay- 
ments being made through post offices, and, in the 
New Territories, through District Offices. It is 
probable that shortages of trained social workers will 
lead to assessment by ordinary executive workers in 


the early period. 


As the foregoing illustrates, a movement in the 
direction of an integrated pattern of social services 
is beginning to emerge in Hong Kong, but as the 
Governor himself stresses, it is still in the beginning 
stages and much remains to be done. 


Foreign trade 


The lack of official balance of payments estimates 
makes it difficult to provide a definitive over-all 
statement, but some observations are possible. Visible 
trade is increasing rapidly, domestic exports and total 
exports increasing by almost 25 per cent in 1969, 
whereas imports increased by only about 19 per cent. 
Both 1968 and 1969 were boom years, with exports 
rising by over 20 per cent for the first time in the 
decade. The pattern of imports rising less than 
exports had held since 1962. As a result, the visible 
trade gap has fallen from an average of HK$2,079 
million in 1960-1962, to HK$1,755 million in 1967- 


14 Address by the Governor of Hong Kong to the 1970/71 session 
of the Hong Kong Legislative Council, 1 October 1970. 

15 Mainly toys and dolls ($145 million), wigs and false beards 
($107 million) and plastic flowers ($60 million). 


1969 and stood at HK$1,696 million in 1969, 
Furthermore, this absolute fall has occurred despite 
the fast growth in national income, so that as a 
percentage of national income, the reduction in the 
trade gap must be very significant indeed. In the 
first nine months of 1970, however, the trade deficit 
increased slightly, and this despite a 21.6 per cent 
increase in exports. A relative fall in the entrepét 
trade has occurred as the industrialization of Hong 
Kong has progressed, as can be seen from the fact 
that domestic exports, which were 72.8 per cent of 
total exports in 1960, rose to 79.7 per cent in 1969. 


The major domestically produced exports in 1969 
were clothing (632 million), followed by miscellaneous 
manufactured articles ($412 million) ,!° textile yarn, 
fabrics and made up articles ($186 million), and 
electrical machinery, apparatus and appliances. Since 
all these export items also grew either rapidly or 
substantially over the year, there appears to be no 
structural problem in the export sector. Major 
imports, in order, were manufactured goods ($811 
million), foodstuffs ($463 million) and machinery 
and transport equipment ($369 million). 


The major export market is now the United 
States, which took 42.1 per cent of all domestic 
exports in 1969, followed by the United Kingdom 
(13.9 per cent) and the Federal Republic of Germany 
(7.3 per cent). The trend is for increasing reliance 
on markets in the United States and the European 
Common Market, with a falling share to the United 
Kingdom. In the first seven months of 1970, sales 
to the EEC countries were almost equal to those to 
the United Kingdom. On the import side, Japan 
remained the primary supplier in 1969 with 23.4 
per cent, having displaced mainland China in 1968. 
The latter country was in second place with 18.1 
per cent, and the United States was third with 13.4 
per cent. The trend in the past few years has been 
toward .a noticeable increase in the share of imports 
coming from Japan, a notable fall in the share from 
mainland China, a small but steady fall in the share 
from the United Kingdom, and a barely perceptible 
rise in the share from EEC countries and particularly 
from the Federal Republic of Germany. Japan 
mainly supplies textile products, machinery, photo- 
graphic goods, watches and clocks, and _ scientific 
instruments, mainland China supplies mainly textile 
and food products, and the United States supplies 
mostly machinery and non-metallic mineral manu- 
factures. 


Tourism has continued to boom in recent years, 
the receipts of $217.3 million in 1969 representing 
a welcome increase of over 35 per cent compared 


16 The share of exports to and imports from the EFTA countries, 
excluding the United Kingdom, has risen, however, in the past few 
years, the exact reverse of the situation with regard to the United 
Kingdom. 
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with the preceding year. An indication of the im- 
portance of tourist receipts is that they were almost 
equal to the combined receipts from exports of wigs 
and plastic toys in 1969. The expenditure per tourist 
is estimated at $283 for a stay of a little less than 


four days, and, of this amount, shopping expenditures 


' 


constituted 56 per cent in 1969. The percentage 
spent on shopping is falling steadily, however, and 


since this element probably has a fairly high import 


content, it is likely that a greater part of the total 
_ expenditure is directly linked to and benefits the local 
economy. The increases in visitors in the first half 


of 1970 was 28.1 per cent, well above the 23.7 per 


cent recorded in the same period of 1969, and 1970 
is expected to be a record year in terms of numbers. 
In part, the reason for this is that EXPO 1970, at 
Osaka in Japan, attracted more tourists to Asia. 


If the United Kingdom joins EEC and Common- 
wealth Preferences are abandoned, Hong Kong’s 
exports will, of course, be adversely affected, although 
Hong Kong now sells as much to the EEC countries 
as to the United Kingdom. A decision by UNCTAD 
to consider Hong Kong a developed rather than a 
developing economy would also have a serious bearing 
on Hong Kong, since this would put Hong Kong 
at a competitive disadvantage with other traders in 
Asia. Finally, the current economic situation in the 
United States is a matter for concern since this 
country in Hong Kong’s major market for exports. 
If new import restrictions are imposed, the direct 
effects would obviously be adverse and there could be 
disturbing indirect effects as well. For example, the 
diversion of Japanese exports from the United States 
market to Asia and elsewhere would hardly be a 
favourable development from Hong Kong’s point of 
view. 


India 


In 1969/70, the first year of its fourth five-year 
plan, India achieved a rate of growth of 5 to 5.5 
per cent in its net domestic product, corresponding 
closely to the average annual plan target and sub- 
stantially exceeding the previous year’s growth of 
2.2 per cent. 


The annual plan for 1970/71 has as its objective 
a rate of growth of 5.5 per cent in national income 
with an increase of 5 per cent in net output from 
agriculture and 8 per cent in the large-scale industrial 
sector. To sustain this rate of growth, the annual 
plan aims at raising to a little over 13 per cent the 
rate of investment to net national product which 
remained at 11.3 per cent in 1967/68 and 1968/69 


and was estimated to have risen marginally to 12 


per cent in 1969/70. The proportion of external 


1 Planning Commission, Government of India, Annual Plan, 1970- 
vile Ds 2. 


assistance (net of debt repayment) to national income 
which has been continuously declining from 3.5 per 
cent in 1967/68 to 2.1 per cent in 1969/70 is to 
decline further to 1.8 per cent in 1970/71. Thus, 
the rate of domestic savings has to be accelerated 
from 9.9 per cent in 1969/70 to over 10 per cent 
in 1970/71. 


Foodgrain output has shown a notable increase 
from its drought-stricken level of 72 to 74 million 
tons in 1965/66—1966/67 to 94 million tons in 
1968/69, 99.5 million tons in 1969/70; the target for 
1970/71 is 106 million tons. However, the increase 
has to be viewed against the long-term rate of growth 
of output of 3.2 per cent between 1950/51 and 
1964/65 and the target rate of 5 per cent per annum 
in the fourth plan. The technical breakthrough 
achieved, based on high-yielding varieties with com- 
plementary inputs in areas with assured water supply, 
has so far been in wheat and some coarse grains; 
and it is expected that a similar breakthrough is not 
far off in rice. A significant increase in productivity 
is still to be achieved in pulses and agricultural raw 
materials. To deal with the likely accentuation of 
income inequality among the rural classes and among 
the regions, schemes have been initiated to help small 
farmers and to develop production in dry farming 
areas. There is also a growing awareness of the 
need for increased production and use of fertilizers 
and for adoption of improved farm practices. 


The target rate of growth of 5 per cent in 
agricultural output under the fourth plan is an average 
of a somewhat higher rate for foodgrains and a rate 
no higher than the past trend for other agricultural 
commodities. The additional output of foodgrains 
envisaged over the fourth plan is of the order of 
31 million tons, of which two-thirds are expected to 
come from the high-yielding variety (HYV) pro- 
gramme. Recent experience with the high-yielding 
varieties has clearly shown the role of water control 
and management and “having regard to the crucial 
importance of this factor it would be rash to postulate 
a growth rate significantly exceeding 4 per cent per 
annum for the output of foodgrains in the next few 


years.” 


Compared with the corresponding previous 
period, the rate of growth of industrial output 
slackened between July 1969 and March 1970, 
particularly in basic and capital goods and in con- 
sumer durables. However, in the second quarter of 
1970 there was a substantial rise in the output of 
the capital-goods industries, indicating signs of in- 
dustrial recovery and a favourable investment outlook. 
Production and export by village and small industries 
equalled and, in some cases, exceeded the plan targets 


2 Agricultural Prices Commission, Government of India, Report on 
Price Policy for Kharif Cereals, August 1970, p. 7. 
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in 1969/70 and the trend is expected to continue. 
With the increase in agricultural income, a growth 
in demand for consumer goods (durable and non- 
durable) and agricultural machinery is already 
evident. 


In the immediate future, industrial output can 
be raised by increasing the utilization of existing 
capacity through the provision of raw materials 
(imported wherever necessary) and other inputs. In 
the recent past, a considerablevincrease in capacity 
utilization has taken place in a large number of 
industries, except im the heavy and intermediate 
sectors. Steps have been taken,towards liberalization 
of imports of steel and such agricultural raw materials 
as raw cotton. The substantial additions to the 
foreign exchange reserves in the last two years allow 
for manoeuverability in this respect. To obtain 
fuller utilization of existing capacity, through orient- 
ing it towards changing demand patterns, the steel 
plants have been renovated and balancing equipment 
installed in crucial sectors; domestic production has 
also been raised in the public sector projects in 
heavy engineering and hydro-electric plants, and this 
will increase the supply of both equipment and 
component parts. 


However, in the long run, it is crucial to main- 
tain an adequate volume of investment both in the 
public and private sectors. Budgeted outlay in 
1970/71 indicates that investment in the public sector 
can be expected to proceed at a higher rate. There 
had been a stagnancy in private investment in 
industries, particularly in the large-scale sector, while 
investment in agriculture and in the small-scale sector 
has been rising, fostered by appropriate credit policy. 
The slackening in private industrial investment in 
large-scale projects is a matter of concern in view 
of the gestation lags. There have been signs of a 
slow revival since the middle of 1970. In this respect, 
the emphasis in the new industrial licensing policy 
on making all necessary inputs available to the core 
sector can be expected to accelerate the revival. 


Prices, which had been relatively stable during 
1968, showed a tendency to rise in 1969 and markedly 
so in the first half of 1970. The rate of monetary 
expansion, however, was on the decline, despite larger 
extension of bank credit and increased accumulation 
of foreign exchange reserves. Net bank credit to 
the government sector showed a considerable reduc- 
tion as a result of increased resources mobilization 
and some shortfalls in public sector development 
outlay; such a reduction may not continue for long, 
however, as public sector development outlay gains 
momentum. In this respect, the likely monetary 
expansion on account of central bank lending to 
commercial banks and the virtual revolving nature 
of the central bank’s annual advances to the State 
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governments cannot be neglected. On the supply 
side, the increase in agricultural production may not 
be reflected in a commensurate fall in prices because 
price support policies are to be continued. The rise 
in prices has been marked in the cases of basic and 
capital’ goods and manufactures, underlining the 
need for accelerating production in these industries. 
Greater imports of steel and larger domestic pro- 
duction of agricultural raw materials would help 
relieve the cost-push pressure on industrial production. 


Tax measures undertaken in 1969/70 and 1970/ 
71 are “by any standard a bold effort.” “The Plan 
target would be achieved, even if new additional tax 
measures in each of the remaining years of the Plan 
yield resources somewhat lower than raised in 
1969/70.” There has been an encouraging record 
in the past three plans with respect to additional 
resources mobilization in the public sector. The tax- 
income ratio, which was around 7.7 per cent at the 
end of the second plan, rose to 14.1 per cent by 
the end of the third plan, but the momentum was 
lost during the annual plans and stood at 12.9 per 
cent in 1968/69. Also, it is noteworthy that the 
reliance on deficit financing in the first two budgets 
under the plan has not been at a rate higher than 
that visualized as a whole under the plan. Scope 
exists for further mobilization of resources through 
the public sector by improvement in the working of 
public sector enterprises and by increased efforts by 
the State governments. The resources mobilized from 
the agricultural sector still fall short of the poten- 
tialities. Steps have been taken to enlarge the scope 
of the agricultural income tax, the surcharge on land 
revenue and crops, and general indirect taxes, such 
as excise and sales tax. Possibilities exist for a rise 
in the levels of existing taxes, selective increases in 
irrigation and electricity charges, and floatation of 
rural debentures for financing rural development 
projects. 


Efforts have been made to increase savings in 
the household sector of the economy by various tax 
concessions to savings in the form of financial assets 
and by new schemes for small savings. Consequent 
on the nationalization of banks, a concerted effort 
is being made by the banks to mobilize deposits in 
the rural areas, but the schemes for deposit mobiliza- 
tion have not yet had the anticipated impact on the 
rural sector’s traditional preference for non-financial 
assets. The surveys made under the Lead Bank 
Scheme,* accompanied by effective and expeditious 
follow-up action, will play a major role in this 
respect. 


3 Reserve Bank of India Bulletin, The Fourth Five Year Plan, 1969- 
70 to 1973-74, July 1970, p. 1, 110. 
* See section ‘Money supply and credit policy”, below. 


Along with enlarging development expenditure 
and mobilizing increased resources towards that end, 
the Government has instituted a number of institu- 
tional and policy measures to reduce concentration 
and to promote wider diffusion of wealth, income and 
economic power, and improve the living of the poorer 
sections of the community. 


| Agricultural sector 


| Production trends. Foodgrains production, ac- 
cording to final estimates, reached a new record in 
_ 1969/70 of 99.5 million tons, exceeding the previous 
highest level of 95.1 million tons in 1967/68 by 4.4 
million tons, and the 1968/69 output of 94.0 million 
tons by 5.5 million tons. Sharing in the increase 
' over 1968/69 were: wheat, with 20.1 million tons in 
_ 1969/70, an increase of about 7 per cent; rice, with 
a record 40.4 million tons, an increase of 1.5 per 
cent; other cereals, with 27.3 million tons, an increase 
of about 8 per cent; and pulses, with 11.7 million 
tons, an increase of about 12 per cent. Compared 
_ with its 1967/68 level, the yield per hectare has been 
increasing in the cases of wheat and rice, and de- 
clining in the cases of other cereals and pulses. 


The three consecutive good harvests have led to 
an increase in the total availability of foodgrains in 
the country. The annual per capita availability of 
foodgrains, measured as an average of 1967, 1968 
and 1969 at 156.5 kg, has declined from its average 
level of 1964 and 1965 of 169 kg.® Internal pro- 
curement in 1968 and 1969 was nearly 6 to 7 per 
cent of production and was higher than imports. 
Owing to increased open market availability there has 
been an easing of the public distribution, and the 
stocks with the Government stood at 5.5 million tons 
by the end of June 1970, as against the target for 
buffer stocks of about 5 million tons during the 
fourth plan. 


Among the important agricultural raw materials: 
output of raw cotton is estimated by the trade to be 
only slightly higher at 6.1 million bales in 1969/70, 
compared with 6 million bales in the previous year; 
output of the five major oilseeds, which declined by 
14.7 per cent to 7.08 million tons in 1968/69, is 
expected to show a modest improvement in view of 
the increase in groundnut production; the final 
estimate for raw jute and mesta production is 6.8 
million bales, as against 3.8 in 1968/69; production 
of sugarcane continued to improve, with 12.5 million 

‘tons in 1969/70, as against 12 million tons the 
preceding year. The yield per hectare for cotton, 
raw jute and oilseeds has declined since 1967/68, 


5 Ministry of Food, Agriculture, Community Development and Co- 
operation, Government of India, Bulletin on Food Statistics, 1970, 
ip. 251. 
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New agricultural strategy 


As against the target of 25 million ha by 1973/74, 
the actual area under the HYV programme in 
1969/70 was 9.8 million ha, one-tenth of the total 
crop area; nearly 30 per cent of the crop area under 
wheat is under HYV. Since the programme was 
launched, wheat output has shown an impressive rate 
of growth, an annual compound rate of increase of 
over 10 per cent between 1964/65 and 1969/70. 
With respect to the other major cereal, rice, varieties 
such as jaya and IRB are making progress under 
conditions of artificial irrigation or assured water 
supply; but, when subject to the vagaries of the 
monsoon rains, they face problems of drainage and 
attract pests and diseases; several new strains con- 
sidered to be suited for waterlogged land have been 
evolved, but they are still to be tested on the farms.® 
New strains have still to be evolved for maize and 
jowar, and a technological breakthrough is still to 
be achieved in the case of pulses and agricultural 
raw materials. 


For the realization of the full potentialities of 
HYV, it is generally recognized that there has to be 
timely availability of such inputs as water, fertilizers, 
adequate credit, and marketing arrangements, as 
well as widespread dissemination of improved farm 
management practices. It has been estimated that a 
little more than half of the total cropped area can 
be irrigated with the ground and surface water 
available. The accent has recently been on less 
capital-intensive minor irrigation works, on which 
institutional investment was to be raised to Rs 1,150 
million during 1969/70 from Rs 1,060 million in 
1968/69. The recently established Rural Electrifica- 
tion Corporation should also facilitate increased 
investment in irrigation. However, progress in en- 
suring efficient water control and management is 
still slow.” 


Since the introduction of new technology, demand 
for fertilizers has grown substantially. It is estimated 
that, by the end of the fourth plan, the demand will 
have increased threefold to 5.5 million tons in 
nutrients, from the 1968/69 base level of 1.8 million 
tons; domestic production is targeted to increase from 
750,000 tons to about 3.4 million tons in the same 
period. Although the consumption of fertilizers in- 
creased to 2.1 million tons during 1969/70 from 
1.8 million tons in 1968/69, it was below the 
postulated annual increase of 25 per cent, owing 
partly to the delayed arrival of monsoon rains in 
some parts of the country, application of doses smaller 
than recommended, inadequacy in distribution ar- 
rangements, and restrictions in some States on free 


6 Agricultural Prices Commission, Government of India, Report on 


Price Policy for Kharif Cereals for 1970-71, August 1970, p. 6. 
7 Ibid., p. 6. 
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movement. To increase fertilizer consumption, trad- 
ing in fertilizers has been delicensed, and credit 
extension for the purchase of fertilizers has been 
liberalized. The target for fertilizer consumption in 
1970/71 is 2.5 million tons. 


It has been established that the high dosages of 
chemical nutrients recommended for the hew varieties 
of wheat are justified under the prevailing grain- 
fertilizer price ratio. The application of fertilizers 
at less than the recommended dosages is found on 
all sizes of farms. Apart from the special difficulties 
facing the small farmers, the actual prices paid by 
the farmers may be higher than the controlled price, 
the farmers may be making their own adjustment to 
suit local conditions, or they might be minimizing 
risks by applying the prescribed dosages to a limited 
number of their plots. The response of HYV to 
fertilizers has been found to vary over areas and 
over years, and the dosages have to be defined at a 
more detailed level. 


As noted by the Programme Evaluation Organ- 
ization, “although a significant breakthrough has been 
achieved in respect of wheat in physical terms of area 
coverage, a qualitative breakthrough in reaching the 
recomemnded levels of adoption [of improved farming 
practices] by the farmers is yet to be achieved”; an 
intensification of extension effort is thus needed. In 
addition, it has been found that it is necessary to 
plan ahead for improvement and expansion in the 
transport and marketing system and for special 
problems posed, for example, in drying the crops 
harvested under a multiple-cropping system. 


The improved agricultural technology has no 
inherent bias with respect to scale. However, in a 
sample study for the rabi season, 1968/69, conducted 
by the Programme Evaluation Organization® “the 
extent of adoption of the recommended package of 
practices was noted to be showing an improving trend 
with the increased operational holdings of the parti- 
cipants for all the three crops, wheat, paddy and 
jowar”. The prospect for achieving maximum output 
as well as the extension of multiple cropping depends 
on the availability of assured water supplies and farm 
equipment, and the ability to purchase fertilizers and 
pesticides, advantages enjoyed by the larger farmers. 
Land distribution is highly concentrated in almost 
all the States, and, with the high positive correlation 
between marketed surplus and size of land holdings, 
the cash income of farmers is likely to become more 


8 Cummings, Jr., R. W., Herdt, R. W., and Ray, S. K., “New agri- 
cultural strategy revisited”, Economic and Political Weekly, 26 Octo- 
ber 1968; Minhaus, B. S., and Srinivasan, T. N., “New agricultural 
strategy analysed”, Yojana, 26 January 1966; Srinivasan, T. N. (Rap- 
porteur’s report), “Economic aspects of HYV programme”, Indian 
Journal of Agricultural Economics, October-December 1968; January- 
March 1969. 

® Programme Evaluation Organization, Planning Commission, 
Government of India: Evaluation of the HYV programme, Report for 
the rabi, 1968-69, p. 45. 
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concentrated than output. An important step taken 
by the Government towards more equal distribution 
of benefits from the HYV programme is the setting 
up of Small Farmers Development Agencies in selected 
districts to identify small farmers’ problems and help 
in the provision of institutional credit and inputs to 
strengthen their production capacity. The HYV pro- 
gramme is being implemented in areas which have 
adequate irrigational facilities or which enjoy assured 
and timely rainfall. It has been estimated that a 
little over one-third of the total area sown in the 
country has low rainfall. Schemes for agricultural 
development in dry farming areas have been initiated 
to evolve suitable agricultural technology and provide 
rural works for employment. 


For the adoption of the new varieties by the 
small-scale cultivator, tenancy reforms have to be 
more effectively implemented to assure that he has 
an established right to land and a share in its produce. 
At present, cost-sharing arrangements between land- 
lord and tenant are gradually being adopted, and, to 
the extent that they raise the tenant’s share, he will 
be induced to use larger inputs; however, rents, 
particularly cash rents, have shown a_ persistent 
tendency to rise. Higher output per acre under the 
new varieties, it is held, may make their adoption 
worthwhile for the tenant, even after bearing the costs 
of production and parting with as high as half of 
the product to the landlord. However, for sure and 
widespread adoption of the new varieties by the 
small-scale cultivators, speedy and effective imple- 
mentation of land-reform measures is imperative. 
The suggested lines of action in this respect are: 
effective implementation of the ceiling on land hold- 
ings, and the inclusion in the ceiling of the aggregate 
area held by all the members of the family; more 
careful legal scrutiny of the conditions of the resump- 
tion of the right to land for ‘personal cultivation’; 
and the extension of tenancy legislation to share- 
croppers and tenant-at-will.1° 


The improved agricultural technology calls for 
increased application of labour, along with other 
inputs, and entails a larger volume of transport, 
marketing, and processing of agricultural products. 
Thus, an increased demand for labour and higher 
wages in the agricultural sector may be expected. 
However, on a comparison of the second agricultural 
labour enquiry data with the nineteenth round of the 
national sample survey and a study of intensive 
agricultural development districts, it has been found 
that, generally, employment has not expanded suffi- 
ciently with the increase in output.‘ There has been 


10 Jakhade, V. M., “Agricultural development and income distri- 


tion”, presidential address, Indian Journal of Agricultural Economics, 
January-March 1970. 

11 Bardhan, Pranab, ‘“ ‘Green revolution’ and agricultural 
labourers”, Economic and Political Weekly, Special Number, July 
1970. 
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an increase in money wages “though where wages are 
paid in kind there has been a tendency to reduce 
its proportion to produce harvested”. The increase 
in money wages and employment, however, has taken 
place mostly in areas where the new technology is 
prevalent, thus accentuating regional imbalances. 
According to data available for the third five-year 
plan period, the progress achieved in the allotment 
of lands acquired through ceilings on land holdings 
and in the creation of employment through rural 
works programmes has fallen considerably below the 
third plan targets. Also the minimum wage legisla- 
tion enacted in many of the States has been charac- 
terized by lack of adequate coverage and effective 
implementation.’ In the long run, with the spread 
of the new agricultural technique and the building 
up of supporting infrastructural facilities as in 
transportation and marketing, higher employment 
opportunities and wages for agricultural labourers 
may be expected. 


Industrial sector 


Production trends. In the industrial sector, the 
over-all rate of growth in production during 1969 
was only slightly higher at 6.9 per cent, compared 
with 6.4 per cent in 1968; during the nine months 
July 1969 to March 1970, the rate of growth actually 
slackened to 5.8 per cent, as measured by the average 
index for the period, from the 7.4 per cent growth 
in the corresponding period of the preceding year. 
Among the major groups of industries, classified 
according to uses, which showed such decline in 
growth rates between July 1969 and March 1970, 
were capital goods industries, with an absolute decline 
of 2 per cent, compared with a 6.8 per cent rise; 
consumer durable goods, with a decrease from 17.9 
to 8.5 per cent; and basic industries, from 11.3 to 
7.8 per cent. There was ‘a marginal increase in 
intermediate goods output from 5.0 to 5.5 per cent 
and a relatively greater increase in consumer goods 
output from 5.9 to 7.7 per cent, particularly in food 
manufacturing. Index numbers of industrial produc- 
tion are available for India according to industrial 
inputs; agriculture-based industries registered an 
increased growth of 5.4 per cent owing to the sub- 
stantial increase in output of sugar and tea and cotton 
spinning. The growth rates of metal-based and 
chemical-based industries declined substantially. Ac- 
cording to the latest available figures, there has been 
an upward trend in industrial production, particularly 
marked in capital goods output; the index number 
of capital goods production for April-June 1970 
registered an increase of 15.4 per cent over that for 
April-June 1969. 


A disquieting feature of the comparative stag- 
nancy in industrial growth, (characterized by slacken- 


12 Jakhade, V. M., op. cit., p. 15. 


ing growth in the capital goods and basic and 
consumer durable goods industries), was the lack of 
growth of investment in industries. The lack of 
growth of industrial investment, which will affect 
industrial growth in the future after a time lag, has 
been a cause for concern. Official figures of capital 
issues indicate that in calendar year 1969 they 
amounted to Rs 582 million, compared with Rs 816 
million in 1967 and Rs 684 million in 1968. Since 
the middle of 1970, there has been according to 
official sources, an increase in industrial investment, 
as indicated by the increase in term lending by 
financial organizations and licences issued for capital 
goods and maintenance imports. The marked turn 
upwards in capital goods production in the second 
quarter of 1970 points to industrial recovery and a 
favourable investment outlook for the coming year. 
Investment in industries can be expected to increase 
as the political situation is clarified after the next 
general election. 


The recent slowing of the rate of growth of 
industrial production was attributable to the tight 
supply position of agricultural raw materials and 
shortages in special categories of steel that the 
engineering and allied industries faced. The avail- 
ability of raw cotton, raw jute, and oilseeds in 
1969/70 was only marginally better than in 1968/69 
and was below its 1967/68 level. The output of the 
basic iron and steel industries remained at the 
previous year’s level as a result of labour troubles 
and production difficulties in one of the public sector 
plants. The supply position of these industrial inputs 
is to be eased by larger imports of agricultural raw 
materials, such as cotton and oils and fats, as well 
as of steel. Industrial component imports continued 
to be liberalized. With respect to such maintenance 
imports, industrial units exporting 20 per cent 
(instead of 10 per cent as earlier) of their output 
were given greater preference. 


Import substitution, as a stimulus to industrial 
expansion, received further impetus by the ban on 
import of 159 items and the restriction on the import 
of 56 other items. The Central Government budget 
for 1970/71, while providing incentives to export- 
oriented industries by either reducing or abolishing 
export duties, raised import duties on many import- 
substituting industries, such as machinery, motor 
vehicle parts, pharmaceutical chemicals, non-electrical 
instruments, apparatus and appliances. “In the four 
years 1966/67 to 1969/70, over-all imports declined 
by 29 per cent, the main areas accounting for the 
decline being foodgrains, raw jute and mesta, ma- 
chinery and transport equipment, iron and steel and 
non-ferrous metals. The fact that a higher level of 
industrial output in 1969/70 as compared with 
1965/66, has been sustained with a sharply lower 
level of non-foodgrain imports, possibly points to the 


208 


working of import substitution effect in the Indian 
economy”.!® The broadening of the industrial base 
through import substitution has resulted in expansion 
in recent years of the export of manufactured goods 
at a comparatively low level of subsidies. 


Industrial policy changes 


The Monopolies and Restrictive Trade Practices 
Act came into effect from 1 June 1970. ‘Under this 
Act, the concentration of economic power is regarded 
from the point of view of not only control over the 
supply of a particular commpdity but also control 
over industries in the country as a whole by a few 
business houses. The Act penalizes “not the posses- 
sion or acquisition of monopoly power but the abuse 
of such power”. Under the Act,'* the “abuse” of 
monopoly power is to be checked by control of 
monopolistic trade practices and by the imposition 
of a selective embargo on further expansion in the 
size of the business groups or single undertakings 
which are already “large”. 


The conditions under which monopolistic trade 
practices are to be controlled are defined in terms 
of the criteria laid down by the Act for a monopolistic 
undertaking and monopolistic trade practices. The 
Monopoly and Restrictive Trade Practices Commis- 
sion set up under the Act will investigate any 
restrictive practice or agreement, parties to which 
have to justify that it is not or is not likely to be 
prejudicial to the public interest as defined in the 
Act. By a monopolistic undertaking is meant “(z) 
a dominant undertaking which or (i) an undertaking, 
which together with not more than two other inde- 
pendent undertakings—controls or produces at least 
one half of the total supply of any good or service 
in India or any substantial part thereof”. Any 
restrictive practice is presumed to be against the 
public interest and such a presumption is to be set 
aside only if the agreement successfully passes through 
one or more of eight “gateways” laying down the 
circumstances in which restrictions are beneficial to 
the public or consumers or traders; the benefit so 
derived has to be substantial enough to outweigh 
any harm to the public caused by the restrictive 
practice. 


To control concentration of economic power, the 
Act lists four categories of undertakings which have 
to apply for and obtain prior sanction of the 
government before they can undertake substantial 


13 Reserve Bark of India, Annual Report of the Reserve Bank of 
India and Trend and Progress of Banking in India for the Year ended 
June 30, 1970, p. 45. 

14 For a detailed critique of this complicated legislation, see Oza, 
A. N., “Monopolies and Restrictive Practices Bill’, Economic and Poli- 
tical Weekly, Annual Number, January 1969; “Monopolies and Re- 
strictive Trade Practices Act”, Economic and Political Weekly, 28 
February 1970. 
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expansion (i.e. more than 25 per cent of the existing 
level) of capacity or production. The criterion of 
“largeness” is based on the absolute and not the 
relative size of the group. The concept of inter- 
connected undertakings is defined in the Act in the 
most comprehensive way. 


Criticism has been voiced that the restrictions 
imposed on the expansion of “big” firms would 
deprive the economy of the benefits of the economic 
growth that such expansion would bring about, and 
that the deleterious effects of concentration of 
economic assets could be checked through such 
government measures as fiscal policy, licensing policy, 
control over bank credit and term lending, and 
through the Bureau of Industrial Costs and Prices 
set up in March 1970. In this connexion, it is 
pointed out that scope exists under the Act for the 
expansion of “big” firms if it is in the public interest, 
that “large” industrial firms are given scope in areas 
like the core and heavy investment sector, and that 
the Act is necessary if medium- and small-scale 
entrepreneurs are to expand in industries which could 
otherwise be pre-empted by the big firms. 


A comprehensive industrial licensing policy has 
been announced with the objective of stimulating 
industrial production, and, at the same time, pre- 
venting the concentration of economic power. The 
new industrial licensing policy has demarcated a 
sector of core industries and heavy investment where, 
except for industries reserved for the public sector, 
larger industrial houses, together with foreign con- 
cerns and their subsidiaries and branches, would be 
allowed to participate. Core industries comprise basic 
and strategic industries; all new investment proposi- 
tions of over Rs 50 million would be considered to 
be in the heavy investment sector. In the case of 
investments in the middle sector, ranging from Rs 
10 million—50 million, undertakings other than those 
belonging to large industrial houses would be given 
liberal and prior consideration, except where careful 
scrutiny is required on account of foreign exchange 
implications. Large industrial houses will be allowed 
to enter the middle sector if they undertake to export 
60 per cent of their production and the remaining 
40 per cent does not cause undue difficulties for the 
existing producers in that sector. New undertakings 
or substantial expansion of units requiring investment 
Rs 10 million or less will not require any licence. 
The existing policy for reservation of the small-scale 
sector to areas where economies of scale are not 
significant would be continued, with extension where 
it could adequately meet the growth in demand. 
Entry of the large industrial houses will be permitted 
in the small-scale sector, provided that the companies 
undertake to export 75 per cent of their production 
and the small-scale producers do not lose their 
domestic market. 
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Fovernment finances 
Budgetary operations 


The Union Budget for 1970/71 envisages a small 
ncrease (of 0.8 per cent) in its total disbursements 
ind a comparatively larger increase in its receipts 
(by 1.6 per cent) over the estimated levels for 
1969/70; the over-all deficit is budgeted at Rs 2,270 
million, a decline by Rs 630 million from the level 
stimated for 1969/70. The budgetary position of 
he States indicates for 1970/71 an over-all deficit 
of Rs 2.040 million, an increase of Rs 580 million 
over 1969/70 budgets. The States have provided for 
an increase in development expenditure (by 6.7 per 
sent) along with a decrease in non-development ex- 
penditure (by 4.3 per cent) and in loans and advances 
(by 12.0 per cent). They propose to augment their 
own resources to finance 56.2 per cent of total dis- 
bursements in 1970/71, compared with 53.8 per cent 
in 1969/70. Their deficit on capital account is to 
be made up by a small surplus on current account 
and by an increase in the transfer of resources from 
the Centre as well as in their share in central 
revenues; actually, the credit taken by the State 
budgets for grants and loans from the Centre is less 
than the provision in the Central Budget. 


To sustain the rate of economic growth, of about 
5-9.9 per cent estimated for 1969/70, the share of 
development outlay in its total disbursements is to be 
enlarged, so as to increase the net investment in the 
public sector by 25 per cent over its level in 1969/70; 
net government savings, including savings of depart- 
mental commercial undertakings, are expected to 
finance 66.4 per cent of their net investment, compared 
with 33.9 per cent in 1969/70. In its outlay, the 
Government has sought to keep in view both the 
needs of economic growth and the needs of the 
disadvantaged sections of the community. 


The new tax’ measures of the Centre for 1970/71 
are designed to: achieve greater equality in income 
and wealth by raising the slab rates ori the wealth 
tax, introducing greater progressivity in the income 
tax, and checking speculative increases in land values; 
restrain consumption by increasing revenue from 
Central excises, introducing progressivity, and carry- 

g further the conversion of specific rates to ad 
alorem; tighten tax administration; liberalize con- 
cessions for savings and investment in financial assets 
by small investors. Of the total new revenues to be 
mobilized (Rs 2,120 million, including the States’ 
share), changes in union excise duties are to account 
for about 60 per cent, postal and railway rate changes 
for about 16 per cent, import duty changes for 14 
per cent, and changes in the income tax for about 
10 per cent. In their budgets for 1970/71, the State 
overnments have proposed measures which are ex- 
ted to yield only Rs 240 million. The new 
evenues are to come mostly from an increase in 


indirect taxes: one-third is to accrue from sales taxes 
and more than one-tenth from the tax on immovable 
property. The increase proposed from the agricul- 
tural income tax is disappointingly low: only Rs 4 
million. 


Progress in plan outlay 


Of the total public outlay of Rs 159,020 million 
proposed under the fourth five-year plan, the annual 
plan for 1970/7115 envisages Rs 28,220 million, as 
against Rs 22,704.7 million in the annual plan for 
1969/70, bringing the budgeted public outlay during 
the first two years of the plan to 32 per cent of the 
total plan outlay; however, the actual outlay during 
the first two years is likely to be less than that 
budgeted (the revised estimate for 1969/70 is Rs 
22,390 million) and allowance has also to be made 
for the price rise since 1968/69 (the level of prices 
for that year was used for the projections of outiays 
under the plan). The sectoral pattern of the plan 
outlay proposed for the two years conforms broadly 
to the fourth plan allocation (about 24 per cent on 
agriculture and related irrigation and flood control 
and 16 per cent on power), though the outlays on 
industries and transport have slightly exceeded the 
plan allocation at the expense of social services. 


Budgetary receipts corresponding to external 
assistance, in the form of PL480 and other loans, 
were envisaged at Rs 7,130 million in 1969/70 (at 
about 30 per cent of the public sector outlay) and 
were expected to decline to Rs 5,630 million in 
1970/71 (about 20 per cent of the public sector 
outlay). Actually, latest estimates indicate that ex- 
ternal assistance in 1969/70 was about Rs 6,110 
million and that there has been a decline to about 
Rs 4,570 million for 1970/71. 


A budgetary deficit in 1969/70, at Rs 2,540 
million was expected to be about 11 per cent of the 
plan public outlay and to decrease to Rs 2,270 million, 
about 8 per cent of the outlay proposed for 1970/71. 
The estimate of the budgetary deficit for 1969/70 
was revised upwards to Rs 2,900 million, but it is 
now expected that the deficit will be much less, 
because of improved tax collection, market borrowing, 
and a shortfall in planned capital expenditure in 
public sector projects. The budgetary deficit for 
1970/71 may be expected, however, to be higher 
than the estimated actual for 1969/70. Tax collec- 
tions generally conform to budgetary expectations, 
but progress in public sector outlay may be expected 
to be higher while external assistance figuring in the 
budget has been declining; the Central Bank’s over- 
drafts to the States have not been cleared and bank 
credit to public sector undertakings may have to be 


15 Planning Commission, Government of India, Annual Plan 1970- 
71 and Annual Plan 1969-70. - 
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increased. As an indicator, the Reserve Bank’s net 
credit to the Government between April and October 
1970 has shown a small net increase, compared with 
the substantial contraction during the same period 
last year. 


Money supply and credit policy 


The money supply (currency with the public and 
demand deposits) slackened im its rate of growth to 
9.6 per cent during 1969/70 (July to June), compared 
with the 10.3 per cent increase in the previous 
corresponding period. Durmg 1969/70 (July to 
June), net bank credit to the Government showed 
only a slight increase of Rs 60 million, as against 
the large increase of Rs 4,330 million in 1968/69 
(July to June). A much greater expansionary effect 
on the money supply was exerted by the improvement 
in the net foreign exchange assets position of the 
banking sector and by the increase in bank credit 
to the commercial sector. As a result of the decline 
in imports and growth in exports, the net foreign 
exchange assets of the banking sector registered a 
larger increase of Rs 2,850 million, as against Rs 
1,530 million in the preceding period. Bank credit 
to the commercial sector, private sector, and com- 
mercial operations of the government expanded by 
Rs 950 million to Rs 7,360 million: a sizable part 
of this increase was accounted for by bank advances 
to public sector undertakings, such as the Food 
Corporation of India, and to State governments for 
food procurement and the purchase and distribution 
of fertilizers. There was a slow-down in the growth 
rate of time deposits, from 21.5 per cent in 1968/69 
to 15.4 per cent in 1969/70. 


Subsequent to the nationalization of banks, 
national credit policies were formulated and are under 
implementation, with the emphasis on priority and 
weak sectors of the economy and on the disadvantaged 
section of the population. By its nationalization of 
fourteen major Indian banks on 19 July 1969, the 
Government intended to serve better the needs of 
development of the economy in conformity with 
national policy and objectives. The total amount of 
bank credit made available to priority sectors, such 
as agriculture, the small-scale sector (comprising 
small-scale industries, road transport operators, and 
industrial estates), and exports, increased from Rs 
7,459.4 million at the end of June 1969 to Rs 10,087.5 
million at the end of March 1970, its proportion to 
total bank credit increasing from 20.7 per cent to 
25.3 per cent. There has been an important shift 
in emphasis by the banks, consequent on nationaliza- 
tion, from the creditworthiness of the borrower to 
the creditworthiness of the project to be fir..ced. 
Thus, between June 1969 and March 1970, advances 
made by the nationalized banks for retail trade and 
small business increased from Rs 190 million to Rs 
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410 million; for the self-employed, from Rs 3.3 millior 
to Rs 65.6 million and, for education, from Rs 4.¢ 
million to Rs 18 million. Proper end-use of credi 
is to be ensured by discouraging industrial units fron 
utilizing short-term bank credit for the acquisitior 
of non-current assets, by working out inventory norm: 
in consultation with representatives of industry, by 
levying a commitment charge on unutilized portions 
of commercial credit, and by strengthening the credi 
authorization scheme under which prior approval o: 
the Reserve Bank is necessary in cases where tota 
advances exceed Rs 10 million. 


Following the nationalization of banks, the majo1 
steps towards mobilization of savings in the form 
of financial assets have been the expansion in branch 
banking and the Lead Bank Scheme, introduced by 
the Reserve Bank in December 1969. During 1970. 
the twenty-two public sector banks and eight private 
sector banks were required to open 1,350 offices, 01 
which :,186 offices were to be at centres which had 
previousl) “ad no bank. Commercial banks were 
also askea » draw up a programme for opening 
offices in 1970. In addition, lead banks are to be 
set up, in virtually each of the districts allotted te 
the State Bank, the fourteen nationalized banks anc 
two other Indian banks, and, their functions include 
(i) surveying the resources and potential for banking 
development in their districts (ii) surveying the 
number of industrial and commercial establishment: 
and farms which do not have banking accounts o1 
which depend primarily on money-lenders (iii) ex 
amining facilities for the marketing of agricultural 
and industrial products, storage and warehouse facili 
ties, and linking of credit with marketing (iv) 
surveying the facilities for the stocking of fertilizer: 
and other agricultural inputs and for the repair anc 
servicing of farm equipment (v) conducting advisory 
services, with properly recruited and trained staff 
for small borrowers and farmers, and supervising the 
end-use of credit. Some of the districts have been 
surveyed by the banks and their reports have been 
submitted to the Reserve Bank. It is believed that 
under this scheme, the prior expansion of credit, with 
consequent economic expansion, will flow back as 
increased deposits with the banking system; in this 
connexion, there has to be an adequate interest policy 
which will discourage the likely flow of the credit 
created to the higher-interest yielding unorganized 
market and to the formation of physical as against 
financial assets. 


Price behaviour 


There was a re-emergence of a rising trend in 
prices during 1969 and, in particular, in the firs! 
half of 1970, compared with the relative stability 
that prevailed in 1968. The annual average of the 
wholesale price index rose by 4.6 per cent in 1969 
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in contrast to the decline by 0.2 per cent in the 
preceding year. Prices rose more sharply in the first 
half of 1970, by 7.5 per cent compared with the 
4.5 per cent in the first half of the previous year, 
and showed only slight abatement in the third quarter. 
Between June 1969 and June 1970, however, the price 
increase (4 per cent) was lower than the 7.4 per cent 
rise in the corresponding previous period. 


Contributing to the 4 per cent increase were 
industrial raw materials, machinery and _ transport 
equipment, and manufactures, whose prices rose at 
twice the over-all rate. The rate of increase in prices 
of food articles, at 1.2 per cent, was lower than the 
2.4 per cent rise in the previous period. Wheat and 
pulses showed an actual, though nominal, decrease 
in prices, compared with their previous significant 
rise; the price index for rice registered an increase 
of 3.4 per cent, as against a previous decline of 2.2 
per cent; edible oils, which had increased by 59.4 
per cent previously, further rose by 13.5 per cent. 
The absence of downward movement in food prices, 
particularly of cereals, in step with increased pro- 
duction and (higher rural consumption notwith- 
standing) increased marketed surplus, may be attri- 
buted to the deep cut in their imports, the price 
support provided by procurement, and monetary 
expansion. 


An indication of changes in the cost of living 
is provided by the All-India Consumer Price Index 
r the Working Class which recorded an increase 
f 3.9 per cent between June 1969 and June 1970, 
as against a rise of 1 per cent during the corres- 
ponding preceding period. 


Balance of payments 


During the fiscal year 1969/70, there was a 
considerable improvement in India’s external pay- 
ments position, and foreign exchange reserves rose 
by $326 million, registering the highest rise in any 
year during the last two decades. The increase in 
reserves would actually amount to $374 million, as 
against $144 million during 1968/69 and $16 million 
during 1967/68, if the transactions with IMF (alloca- 
tion of SDRs as well as repurchases from IMF), 
refund of IBRD special deposits, and the appreciation 
of the Deutschmark component of foreign exchange 
assets were excluded. The marked improvement was 
largely due to the substantial decline in imports, 
continued, though slower, increase in exports, and 
aid reimbursements. 


Aggregate imports continued their downward 
movement of the previous two years to record the 
lowest level since 1961/62, with a decline in 1969/70 
by $211 million to $2,110 million. Exports increased 
by $50 million to $1,873 million. Thus, the adverse 


trade balance was reduced by more than half to $237 
million and the total deficit comprising the current 
account deficit and unidentified transactions narrowed 
to $308 million, from $638 million in 1968/69 and 
$1,186 million in 1967/68. The net inflow of capital, 
which declined from $689 to $625 million, more 
than offset the deficit. 


The aggregate import bill decreased by 10 per 
cent, continuing the decline of 15 per cent during 
the preceding year. The decline, which was shared 
by a number of items, was particularly conspicuous 
in respect of foodgrains and capital equipment; there 
were small increases in maintenance imports, such 
as raw cotton, fertilizers, chemicals and iron and 
steel. More than four-fifths of the import reduction 
Was on government account: imports of most com- 
modities were lower, with sharp declines in foodgrains 
($158 million) and capital equipment ($70 million). 
Private imports of mineral oils, vegetable oils, and 
machinery declined, while those of iron and steel rose. 


Exports grew by $50 million at a rate of 3 per 
cent, compared with 9 per cent in 1968/69 and the 
fourth five-year plan target of 7 per cent. The 
deceleration in export growth reflected the difficulties 
facing major traditional Indian exports, such as tea 
and jute manufactures; industrial unrest; and pro- 
blems in moving goods into the external market now 
that recessionary conditions were over. An encourag- 
ing feature of the modest export growth was the 
continued rise in non-traditional items, particularly 
engineering goods (despite the shortage of steel), 
iron ore, fish and fish preparations, and leather 
manufactures, exports of which increased by $34 
million, $14 million, $12 million, and $14 million 
respectively. Among the traditional exports, exports 
of jute and jute manufactures declined by $38 million, 
of tea by $34 million, of cashew-nuts by $8 million, 
of tobacco by $9 million and of oilcakes by $6 
million. The only traditional export to show an 
increase was cotton yarn and manufactures, with 


$17 million. 


Invisible transactions, including official transfer 
payments, worsened significantly, resulting in a net 
deficit of $52 million, compared with the surplus of 
$11 million in the preceding year. Gross receipts on 
official grants declined from $75 million to $47 
million, consequent on the sizable reduction in special 
food assistance. The deficit on account of other 
invisible transactions widened, from $42 million to 
$78 million, mostly as a result of increased gross 
payments on investment income and transport ac- 
counts. 


At $625 million, the net inflow of capital was 
lower, by $64 million, than that in the preceding 
year. There was both a decline in the inflow to the 
official sector and an increase in the outflow on 
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account of private capital transactions, partly offset 
by a favourable swing in banking capital from a net 
outflow of $30 million in the previous year to a net 
inflow of $19 million. The net inflow to the official 
sector, at $652 million, was less than in the preceding 
year by $85 million, owing to a decrease in the 
utilization of loans and an increase in repayments 
to IMF and amortization payments on loans; more 
than two-thirds of the decline,in loan drawings was 
accounted for by a fall in PLA80 counterpart non- 
convertible rupee loans. The adverse movement in 
official capital was neutralized by more than two-thirds 
by miscellaneous capital transactions, particularly the 
allocation of SDRs and changes in rupee liabilities 
to the United States Government arising out of PLA80 
title 1 transactions. In the private long-term capital 
account, the net outflow more than doubled to $46 
million owing to a significant increase in repayment 
of loans and an increase in disinvestment by oil 
companies. 


External assistance 


External assistance authorized in 1969/70, at 
$830 million,!® was the smallest so far, below the 
previous low of 1967/68 of $949 million and $1,275 
million in 1968/69. Nearly 90 per cent of the 
decrease in authorization during 1969/70, compared 
with the preceding year, was on account of the 
decrease, by $391 million, in loans authorized from 
the United States. Grants authorized were also lower, 
by $56 million, than in 1968/69. There was a 
marginal increase, by $2 million, in PL480 titie 1 
over the previous year. 


As in the previous year, loans accounted for the 
dominant portion, nearly 84 per cent, of the aid 
authorized, the share of PL480 aid and grants being 
12 per cent and 4 per cent respectively. About 45 
per cent of the loans authorized in 1969/70 was 
non-project aid, and 9 per cent was for debt relief; 
loans tied to specific projects, provided by IBRD, 
IDA, USAID, United States Eximp Bank and project 
assistance from Canada and Italy, increased their 
share from 17 per cent in the previous year to 46 
per cent during 1969/70. Non-project aid was almost 
entirely from the United Kingdom, the Federal Re- 
public of Germany, Japan, the Netherlands and 
Belgium. There was some liberalization in terms in 
the authorization from the Federal Republic of 
Germany, the Netherlands and Belgium. The terms 
of PL480 assistance, on the other hand, were made 
more stringent, with a rise in the share of convertible 
local currency credits to 60 per cent, compared with 
the 40 per cent applicable under the December 1968 
agreement. 


16 For a fuller account, see Reserve Bank of India: Annual Report 
for the Year Ended June 30, 1970, pp. 45-49. 


For servicing the official aid, the foreign exchange 
utilized rose from $458 million in 1968/69 to $506 
million in 1969/70, amounting to 27 per cent of the 
export earnings and 42 per cent of gross external 
aid utilized; the debt-service payments would have 
been higher, at $500 million and $550 million in 
1968/69 and 1969/70 respectively, but for the debt 
relief provided in the form of rescheduling and 
postponement of payments due by IBRD, the United 
States, Japan and Canada. At $697 million, the net 
inflow of foreign resources under external aid pro- 
gramme in 1969/70 was marginally higher than in 
the previous year, by $67 million, owing to some 
improvement in the rate of utilization of external 
assistance. 


Towards equality and social justice 


As stated in the fourth five-year plan, there is 
no indication, from the information available, of any 
reduction in the concentration of income and wealth 
or of any lessening in the disparities in the standard 
of living of various classes. The Government adopted 
policies to reduce concentration and promote wider 
diffusion of wealth, income, and economic power, and 
to improve the conditions of the common man and 
the weaker sections by enlarging employment opport- 
unities and educational facilities. 


A number of institutional and policy measures. 
initiated during 1969/70, aim at the promotion of the 
social objectives enshrined in the plan. Progressive 
taxation policies, the new industrial licensing, the 
operation of the Monopolies Act, regional dispersior 
of industries, and the proposed more effective imple. 
mentation of land reforms have as their objective the 
promotion of equality and social justice complement: 
ing economic progress. Consequent on nationalization 
of banks, credit policies have been drawn up towards 
such an end. 


Among the weaker sections of the community. 
small farmers and a major part of small-scale family 
enterprise are to be made economically viable throug 
an adequate supply of inputs at reasonable prices. 
the encouragement of subsidiary occupations, and the 
provision of credit; the Small Farmers’ Development 
Agencies and the Lead Bank Scheme, along with 
increased funds for financial institutions and co: 
operative societies, are expected to contribute towards 
bettering their lot. Those who have to depend purely 
on their labour for their means of livelihood will 
benefit from the increase in employment opportunities 
resulting from the various development programmes. 
particularly in chronically drought-affected areas; the 
dispersal of industries; and the greater attention te 
local planning in development efforts. Towards the 
betterment of the weaker sections of the population 
new measures were introduced during 1969/70, suck 
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as special programmes for providing nutritional ser- 
vices to school children in tribal blocks and slum 
areas in the metropolitan cities, in addition to the 
existing schemes of school feeding; increase in 
financial provision for low- and middle-class housing 
and slum clearance; and expansion of drinking water 
facilities in rural areas. 


Population and employment 
At the end of 1969, the population of India was 


estimated at 543 million, and its annual growth rate 
at 2.5 per cent. India has budgeted for substantial 
expenditure on family planning. The fourth plan 
envisages a total outlay of Rs 3,150 million on family 
planning, almost fifteen times the allocation under 
the third plan; in the first two years of the plan, 
the outlay on family planning amounted to Rs 940 
million. While the major emphasis originally was on 
IUD, sterilization and conventional contraceptives 
have gained greater and more permanent acceptance; 
the supply of oral pills is also to be increased. The 
demographic impact of the programme may be gauged 
when the 1971 census data are available. 


Conventional concepts of labour force, unemploy- 
ment and underemployment have been found to be 
of limited applicability in the socio-economic condi- 
tions prevailing in India, and the expert committee 
appointed by the Planning Commission for that 
purpose has concluded that estimates of unemploy- 
ment would be neither useful nor meaningful in the 
absence of more adequate data and intensive studies. 
Accordingly, unlike the previous plans, the fourth plan 
does not present estimates of additions to the labour 
force or the additional employment opportunities that 
would be created through the implementation of plan 
projects. The development strategy adopted for the 
fourth plan is expected to provide significant enlarge- 
ment of employment opportunities through: agricul- 
tural development programmes, development of rural 
industries and rural infrastructure and rural work 
programmes; labour intensive public works; prefential 
treatment for small-scale industries; and restriction 
of capital-intensive techniques for production to fields 
in which they are indispensable. 


Indonesia 
General review 


The Indonesian economy made considerable 
progress during 1969 and 1970. Preliminary estimates 
of national income for 1969 by the Central Bureau 
of Statistics indicate an over-all growth of 6.2 per 
cent, slightly lower than the 6.9 per cent growth rate 
achieved in 1968, due mainly to a less than anticipated 
rise in agricultural production. Rice production 
increased by 6.2 per cent, compared with 9.0 per cent 
in 1968, as the intensification programme involving 
foreign contractors (Bimas Gotong Rojong) failed to 
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achieve the results expected from it. It has been 
decided to replace this programme by an improved 
national one relying solely on domestic administration 
of extension services and of distribution of agricultural 
inputs to the farmers. The new programme will com- 
mence in the wet season of 1970/71. Both the wet 
and dry season harvests in 1970 are reported to have 
been better than average and there has been notice- 
able acceleration in the growth of the other sectors 
of the economy. As a result, gross domestic product 
in 1970 is expected to have grown at a higher rate 
than in 1969. 


The success of the stabilization measures initiated 
in October 1966 continued through 1970 and the rate 
of inflation (measured by the Djakarta cost of living 
index) was brought down from 85 per cent in 1968 
to 9.9 per cent in 1969 and 8.9 per cent in 1970. 
During 1970, the money supply rose by about 35 
per cent, compared with an increase of 58 per cent 
in the previous year, and, because of the higher in- 
terest rates, there was a substantial increase in time 
and savings deposits. Part of the funds mobilized 
from these deposits have been channelled through the 
banking system to finance new medium-term invest- 
ments in both the public and private sectors. 


A ughter food supply situation, which developed 
during the second half of 1969, caused a sharp in- 
crease in the cost of living index and the Govern- 
ment had to make substantial commercial cash pur- 
chases of rice from abroad. During 1970, the food 
supply situation improved and the Djakarta cost of 
living index rose by only 8.9 per cent in spite of the 
56 per cent increase in kerosene and gasoline prices 
announced by the Government early in January. 


During the fiscal year 1969/70 (1 April -31 
March), improved tax administration and increased 
revenue from the oil sector resulted in a sizably 
greater than expected increase in government revenues 
(excluding receipts from foreign aid). Despite a 
marked rise in routine (non-development) expendi- 
tures during 1969/70, due mainly to an increase in 
government activities and salary bonuses to govern- 
ment employees, for the first time in many years the 
Government had a surplus of total domestic revenues 
over non-development expenditures (11 per cent). This 
surplus together with receipts from foreign aid were 
utilized to finance a public development programme 
of approximately Rp 123.4 billion. For 1970/71, a 
development budget of Rp 161.4 billion is planned of 
which Rp 37.1 billion is to be financed from govern- 
ment savings and the rest from foreign aid (pro- 
gramme as well as project). 


After years of “hyper-inflation”, relative price 
stability was attained in 1969, and this permitted 
policy-makers in Indonesia to shift emphasis to 
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development. Investment activity in both the private 
and public sectors gathered momentum as implemen- 
tation of the 1969/70 public sector development 
programme progressed, though at a slower pace than 
anticipated, and as project aid committed’in 1968 and 
1969 began to materialize. However( Indonesia is 
still at an early stage of a process of rehabilitation, 
and the economic effects of investment will become 
significantly noticeable only towards the end of the 
plan period. R 


The balance of payments continues to be a 
major concern. A sharp loss of foreign exchange 
reserves during the last quarter of 1969 and the first 
quarter of 1970 was caused by a rise in imports which 
accompanied the increase in over-all economic activity, 
large commercial imports of rice, a decline in the 
world market price of rubber, and delays in pro- 
gramme aid disbursement. In April 1970, the Govern- 
ment decided to carry out a complete reform of the 
foreign exchange and trade system with a view to 
abolishing the multiple exchange rate system and 
adopting concrete measures to promote exports. A 
week later, the Inter-Government Group on Indonesia 
(IGGI) consortium accepted Indonesia’s request for 
aid commitments of $600 million for the fiscal year 
1970/71 and the Paris Club agreed to reschedule 
Indonesia’s old debts (contracted prior to June 1966). 
According to preliminary figures, there has been a 
substantial improvement in the balance of payments 
since April. The long-run prospects now seem more 
encouraging in that export earnings are growing at 
about 15 per cent per year and an increasing inflow 
of foreign aid is assured on the basis of existing 
commitments. This must be balanced however against 
the still heavy debt service payments resulting from 
the Paris Club agreements and the rising demands for 
imports to carry out the five-year development plan 
(1969/70 - 1973/74). 


Agriculture 


Food crops account for nearly two-thirds of agri- 
cultural production and rice is the single most im- 
portant crop. Rice production, which had registered 
a record increase of 9.0 per cent in 1968, went up 
in 1969 by 6.2 per cent to 10.8 million tons in 1969. 
The smaller increase in the output of rice during 1969 
was due to a poor dry season harvest and the failure 
of the rice intensification programme operated by 
foreign contractors to achieve the result expected of 
it. At the same time, BULOG (the government rice 
procurement agency) failed to make large purchases 
during the good wet season harvest, repayment in 
rice of the Bimas Gotong Rojong credit extended as 
part of the previous intensification scheme was low, 
and the arrival of food aid was late. These develop- 
ments resulted in the Government’s having consider- 
ably lower supply in hand than had been expected. 


Consequently, as mentioned earlier, the rice supply 
situation during the second half of 1969 was tighter 
than expected, and this caused a sharp increase in 
both the price of rice and the cost of living index 
and led to substantial government cash purchases from 
abroad. 


The rice supply situation in 1970 improved con- 
siderably. According to preliminary estimates, the 
1970 harvest was about 11.4 million tons. The stocks 
of milled rice held by BULOG had also risen to 
about 407,000 tons by the end of September 1970 
(as against 207,000 tons at the end of September 
1969), largely because of the improved domestic 
procurement programme and the commercial imports 
made during the first half of 1970. During the second 
half of fiscal year 1970/71 (October 1970 - March 
1971), no commercial imports are planned and heavy 
reliance is placed on food aid imports to fill the gap 
between domestic supply and demand. If there is 
any delay in the arrival of food aid under the PL480 
programme, however, commercial imports may be 
necessary to avoid any further increase in the price 
of rice. 


Production of other food crops declined during 
1969, and, except for rubber, export crops registered 
no gains. Favourable world market conditions and 
intensified fertilization of rubber plants in 1968 raised 
rubber output in 1969 by about 5.2 per cent. 


National Bimas/Inmas programmes! 


One of the objectives of the five-year develop- 
ment plan is to achieve self-sufficiency in rice by the 
end of the plan period. To achieve this objective, 
very heavy reliance is being placed on the National 
Bimas/Inmas programmes to increase both rice yields 
per unit of land and economic returns to farmers. 
Unlike the Bimas Gotong Rojong programme which 
preceded them, these programmes will be entirely 
domestic. Bimas is a nation-wide agricultural exten- 
sion programme to bring about the use of high-yielding 
varieties of rice, the proper application of fertilizers 
and other inputs, the adoption of improved cultivation 
practices, control of pests and diseases, and efficient 
use of irrigation water. Under this programme, also, 
farmers obtain credit facilities from the Bank Rakjat 
Indonesia. Inmas is similar to Bimas except that 
farmers are expected to obtain credit from private 
sources and, hence, probably at much higher interest 
rates, 


The basic conception of the new programmes is 
to rely more upon permanent and presumably stable 
elements, such as local banks, local merchants and local 
extension agents, and to rely less on students and 
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1 “Bimas” means “mass guidance”; “inmas” means “mass inten- 


sification”. 
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foreign technicians or specially organized groups. It 


should be easier, therefore, to expand them throughout 
the country. 


Mining 

Mining, an important foreign exchange earning 
sector and one of the main sources of government 
revenues, is the fastest growing sector in the economy. 
The important minerals produced are oil, tin, nickel, 
and bauxite. Because mining operations involve 
heavy capital investment, heavy reliance is placed on 


foreign companies for exploration and production of 
minerals. 


Production of crude oil increased by 23 per cent 
in 1969, compared with 18 per cent in 1968, and, 
during the first nine months of 1970, the increase was 
about 18 per cent over the same period in 1969. 
Production is expected to continue to rise in 1970 and 
1971, probably at a lower rate. Increased produc- 
tion during the past year was mainly due to earlier 
investment in existing fields, but output from these 
fields is not expected to continue to grow at the 
present rate. Production from new fields (mainly 


offshore) is not expected to become significant until 
1972. 


New offshore oil explorations continue to draw 
the attention of foreign companies, and, in August 
1970, it was announced that the first offshore produc- 
tion is expected to start in the middle of 1971 on 
the north coast of Java. 


Tin output increased by 2.8 per cent in 1969 and 
is expected to increase at a high rate this year on 
account of improved repair and maintenance and 
more efficient use of equipment. Two other minerals 
which are becoming increasingly important are nickel 
and bauxite, but most of the private foreign invest- 
ment here is still for exploration. 


Manufacturing 


According to the available official statistics, output 
of manufacturing industries increased substantially 
during 1969. In that year, the output of yarn and 
textile increased by 23 and 31.3 per cent respectively, 
while, during fiscal year 1969/70, textile production 
reached 449.8 million m, almost exactly the target set 
for the year in the plan. 


The output of cement increased by 30 per cent 
during 1969 to 534,000 tons, but was still short of 
the estimated annual domestic requirement of 800,000 

tons. Consequently, a substantial amount of cement 
was imported from abroad during the year. Steps 
are now being taken to increase the capacity of the 
Gresik cement factory by another 125,000 tons and 
capacity of the Padang plant by 100,000 tons. In 
order to speed up the expansion, the Gresik plant has 


recently been converted into an autonomous limited 
liability company. With the addition to the foregoing 
of the new Tjibinong plant of 500,000 tons capacity 
to be completed in 1973/74, cement production is 
expected to reach 1.34 million tons by the end of the 
plan period. 


Despite declines in the output of some paper- 
producing plants, over-all production of paper in- 
creased by 40 per cent during 1969, and, in view of 
planned investment (foreign as well as domestic) for 
the establishment of new paper-producing factories, the 
output of paper will continue to increase rapidly 
during the next few years. 


Fertilizer output fell by 10 per cent during 1969, 
mainly because of problems at the only fertilizer- 
producing facility in the country. There are plans for 
the expansion of the capacity of this factory, and 
agreement has been reached with IDA, ADB and the 
Japanese and United States Governments for the ex- 
pansion of the factory to an annual capacity of 480,000 
tons by 1973/74. 


Private investment 


In the first five-year plan, private investment has 
been accorded an important role to play in the de- 
velopment of the Indonesian economy. To promote 
investment activity in the private sector, various in- 
centives, such as tax holidays and exemption from 
import duties, already existed under the Foreign In- 
vestment Law of 1967 and the Domestic Investment 
Law of 1968 and during 1970, several new policy 
measures were introduced. The corporation tax law 
was amended, reducing the maximum tax rate from 
60 per cent to 45 per cent. Amendments made to 
laws dealing with foreign and domestic investment 
provide additional incentives for new firms, and the 
new foreign exchange and foreign trade regulations 
introduced in April 1970 grant exemption from the 
10 per cent foreign exchange export tax to exports 
of finished manufacturing products. 


Foreign investment applications continue to pour 
in to the Foreign Investment Board in Djakarta. By 
the end of August 1970, a total of 276 foreign invest- 
ment projects, with a total intended capital invest- 
ment of $1,250 million, had been approved by the 
Government and this did not include investment in 
the oil sector or the $1 million initial capital required 
for each of the eleven foreign banks that have branches 
in Djakarta. Oil investments are arranged under 
“production-sharing” agreements where each contract 
is negotiated separately between the applicant and the 
State oil company (Pertamina) on behalf of the 
Government. 


Of the twenty-one investing countries, the major 
ones are the United States with forty-eight projects 
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and a total capital of $484.9 million, the Philippines 
with thirteen projects worth $261.5 million, and Japan 
with forty-eight projects amounting to $251.8 million. 


In May 1967, the Government announced a new 
policy dealing with claims of foreign creditors whose 
loans had not been guaranteed. Most of these claims 
pertained to suppliers’ credit extended prior to June 
1966.2. Under the Debt Investment Conversion 
Scheme (DICS), foreign claimants receive settlement 
of their foreign exclrange claims in’ local currency 
which they may either invest in Indonesia themselves 
or sell to others who wish to do so. They may also 
use these rupiahs to purchase foreign exchange for 
imports of raw materials and capital goods falling 
under the foreign investment law. Most of the foreign 
investment made in 1969 came from this source. 


While the amount of planned investment is quite 
encouraging, the amount disbursed is still very small, 
probably some 10 per cent of the total. Most of the 
foreign investment is concentrated in the mining and 
forestry sectors, and, in these sectors, investments have 
a fairly long gestation period. Therefore, the produc- 
tion and balance of payments effects of the investment 
will not be significant in the immediate future. How- 
ever, foreign investment in the mining sector holds 
out hope for rapid growth of production in the long 
term and, through expansion of exports, improvements 
in the balance of payments. At present, activity in 
the mining sector is confined mainly to survey and 
exploration, while timber projects are still primarily 
logging operations. 


As for domestic private investment, it is promoted 
under the Domestic Investment Law which grants 
domestic firms fiscal and import duty privileges for 
new investments similar to the ones offered to foreign 
investors. The Development Bank of Indonesia is 
charged with implementation of the Law on behalf 
of the Domestic Investment Board. By the end of 
August 1970, a total of 369 projects, with a total 
intended investment of Rp 110.6 billion, had been 
approved, a large proportion representing foreign 
exchange costs of the projects. Most of the intended 
investment projects are in industry, transport and 
communication, and tourism; investment projects in 
industry are mostly in textiles, paper, plastic goods, 
matches, and pharmaceutical products. 


Government finance 


The principal factor in past inflation had been 
large-scale government budget deficits due mainly to 
a serious deterioration in tax administration and to 
large increases in current expenditures (routine ex- 


? Guaranteed private export credits have become part of the Govern- 
ment’s debt and the settlement of such claims a part of public debt 
re-negotiations. 


penditures). Between 1960 and 1966, the ratio of 
government current receipts (domestic revenues) to 
gross domestic product is estimated to have declined 
from about 12.7 per cent to about 4.2 per cent, and 
the current account deficit in 1966 amounted to about 
95.5 per cent of current receipts. The new Govern- 
ment’s programme, therefore, gave high priority to 
major improvements in the fiscal field, including the 
early elimination of bank financing of the budget 
deficit. On the expenditure side, under the new pro- 
gramme, current budget expenditures (including wages 
and salaries of government employees) were main- 
tained at an austerity level throughout the stabiliza- 
tion period. On the receipts side, a concerted effort 
was made to increase current budget receipts, largely 
through improved tax administration. Emphasis was 
placed on increasing collections from custom duties, 
direct tax revenues, and proceeds from excises and 
sales taxes. As a result of these measures, the current 
(routine) budget deficit was reduced considerably in 
1967, and both the routine and over-all budget were 
balanced in 1968. To facilitate the implementation 
of fiscal policy in a rapidly changing economic situa- 
tion, procedures for quarterly programming were in- 
troduced early in the stabilization period. 


Since 1967, considerable improvement has taken 
place in the fiscal operations of the Government. 
During 1969/70, a surplus of Rp 27 billion was 
achieved, compared with the budgeted figure of Rp 
24 billion. Total routine (domestic) revenue, at 
Rp 244 billion, was greater by 39.7 per cent than 
during the same period in ‘the previous year, while 
routine expenditure, at Rp 216 billion, was greater 
by 24.5 per cent than that of the previous year. The 
routine (non-development) expenditure of the Govern- 
ment was also higher than the budget estimate (about 
6 per cent), owing mainly to greater than anticipated 
government activity and to salary bonuses granted to 
government employees. 


Although both the counterpart value of pro- 
gramme aid and the routine budget surplus were 
greater than the budget estimates, total development 
revenue was lower than expected because of the slow 
disbursement of project aid. With reference to de- 
velopment budgeting, an important step taken in the 
preparation of the 1969/70 development budget was 
the establishment of systematic procedures for the 
selection, preparation and evaluation of projects. 


The 1970/71 budget estimate is for domestic 
revenue of Rp 320.6 billion and routine expenditure 
of Rp 283.5 billion, i. for a budget surplus of 
Rp 37.1 billion. With expected revenue from foreign 
aid at Rp 124.3 billion (Rp 78.7 billion in programme 
aid and Rp 45.6 billion in project aid), development 


3 As from 1969, the fiscal year was changed from the calendar year 


to the twelve months from 1 April to 31 March. 
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expenditure is expected to be Rp 161.4 billion for 
1970/71, 36.5 per cent higher than actual develop- 
ment expenditure in fiscal year 1969/70. 


The public development programme of Rp 161.4 
billion for 1970/71 may be somewhat ambitious in 
view of administrative bottlenecks which slowed the 
disbursement of development expenditures during 
1969/70. Another factor is that development spend- 
ing during the first quarter of 1970/71 was at a rather 
low level because of concern that the monetary ex- 
pansion in the last quarter of the 1969/70 fiscal year 
would have inflationary consequences. Efforts are 
being made to smooth the rate of development expen- 
diture by advancing the timing of processing and 
approval of the project request forms. 


The 31.5 per cent increase in domestic revenue 
over the last fiscal year is expected to come mainly 
from the oil sector and from improved tax collection. 
However, the new regulations on trade and foreign 
exchange introduced in April 1970 to promote exports 
and domestic economic activity will also affect govern- 
ment revenue. A new amendment to the income tax 
law has raised the minimum taxable income and has 
changed the structure of rates from 15-50 per cent to 
10-50 per cent. An amendment to the company tax 
law has reduced the maximum tax rate from 60 per 
cent to 45 per cent, and an amendment to the foreign 
and domestic investment law grants added incentives 
for new firms. On the other hand, the 17 April 1970 
regulations abolish the 5 per cent export tax, although 
this may not affect receipts because of higher direct 
taxes on the increased incomes of exporters. Finally, 
a change in the exchange rate applied to the valuation 
of import duty and in the rate applied to oil trans- 
actions will yield some increase in the revenue. 


Routine expenditure is expected to increase by 
30.9 per cent over the previous fiscal year, mainly 
because of a 50 per cent increase in government 
salaries, replacement of the regional export tax by a 
central government subsidy to the regions, and rising 
debt service. 


On 6 January 1971, the Government submitted to 
Parliament a draft budget for the fiscal year 1971/72. 
Domestic revenue is estimated at Rp 415.9 billion or 
a 29.7 per cent increase over the budgeted figure of 
1970/71. Again, the increase is expected to come 
mainly from the oil sector and from further improve- 
ment in tax collection. Current expenditure is es- 
timated at Rp 364.1 billion, representing an increase 
of 28.4 per cent over the budgeted figure of 1970/71. 
This includes a further increase in salaries and wages 
of government officials by one-third across-the-board, 
and selective salary increases in those areas of ad- 
ministration which are most important to the financ- 
ing of the development programme (mainly in the 


revenue-collecting and development-spending depart- 
ments). 


A routine budget surplus of Rp 51.8 billion is 
planned for 1971/72, and together with projected 
receipts from foreign aid of Rp 169.2 billion (Rp 103.1 
billion counterpart value of the programme aid and 
Rp 66.1 billion project aid), will make up a planned 
public development programme of Rp 221.0 billion, 
representing an increase of 36.9 per cent over the 
development budget of 1970/71. This development 
budget will be selectively aimed at increasing food 
production through wide-scale fertilizing and irriga- 
tion programmes, together with further rehabilitation 
and development of roads and bridges, sea commu- 
nication and telecommunication. 


Monetary development and prices 


The rate of monetary expansion has decelerated 
sharply since 1966. The money supply which had 
increased by 763 per cent in 1966, rose by 132 per 
cent and 121 per cent in 1967 and 1968 respectively. 
During 1967 and 1968, the major part of the credit 
expansion was by the Central Bank, as the authorities 
sought to eliminate the physical shortages of essential 
consumer and producer goods which had been a 
major factor in the inflationary spiral. In 1969, when 
relative price stability had been largely restored, the 
money supply increased by about 58 per cent, most of 
the increase resulting from bank credit extended to 
the private sector, and, during 1969 and 1970, the 
share of commercial bank credit to total credit in- 
creased subsiantially. During the stabilization period, 
this primary credit expansion was essential for the 
Government’s objective of restoring price stability 
while expanding over-all domestic production. This 
was because the level of real liquidity in the economy 
had been reduced by about 54 per cent during 1960- 
1966, and the capital resources of both business enter- 
prises and the commercial banking system had been 
substantially depleted by the inflation. It was possible 
to tolerate a high rate of monetary expansion mainly 
because credit was directed primarily to essential 
economic activities rather than to financing govern- 
mental routine budget deficits, and the balance of pay- 
ments impact of the expansion could be met by avail- 
able foreign exchange resources, including foreign aid. 


During the first two years of the stabilization 
programme, no serious attempt was made to generate 
private savings deposits, as the rate of inflation, 
though sharply falling, still remained very high. In 
October 1968, however, amidst indications that infla- 
tion was being contained, a saving deposit scheme was 
introduced. Under the scheme, state commercial banks 
paid an interest rate of 6 per cent a month on 12-month 
deposits and somewhat lower rates on 6-month and 
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3-month deposits. These deposit rates were higher 
than the average rate of interest earned on loans, and 
the Central Bank had to provide a subsidy to the state 
banks in the amount of one-third of the interest paid 
on 6-month and 12-month deposits. Deposit rates 
were reduced in March 1969, but still exceeded the 
average loan rate, and the Central Bank continued the 
subsidy (reduced to 1 per cent and for 12-month de- 
posits only) until May 1969. Since then, deposit rates 
have been reduced several times, but the scheme has 
proved very successful. Time deposits increased sub- 
stantially during 1969 and 1970, and, by the end of 
December 1970, time deposits at the state banks had 
reached Rp 50.4 billion. Deposit rates at the state 
banks since January 1970 are 2 per cent per month 
for 12-month deposits, 1.75 per cent per month for 
6-month deposits, 1.5 per cent per month for 3-month 
deposits, and 1 per cent per month for l-month de- 
posits. 


In February 1969, the Government introduced 
an instalment-saving scheme with lottery prizes, at 
first limited to the Djakarta area, but later extended 
to all Java, north Sumatra and north Sulawesi. These 
instalment deposits increased from Rp 20.6 million at 
the end of February 1969 to Rp 1,089.2 million by 
the end of September 1970. 


Part of these deposits is being utilized through 
the banking system to finance new investments in 
both the public and the private sector. This new 
medium-term investment credit programme has been 
remarkably successful. By the end of the first year 
of the plan (end of March 1970) Rp 31.6 billion of 
loans had been approved, compared with the target of 
Rp 30 billion, and about 52 per cent had been disburs- 
ed. A considerable part of the approved loans went 
to the private sector, with distribution well balanced 
by sectors. The programme for fiscal year 1970/71 
was again set at Rp 30 billion, but with a greater 
contribution expected from the state banks’ own funds. 


It should be noted that this credit policy has 
undoubtedly played a very important role in the 
the stabilization programme. Its basic premise was 
that the extension of credit to existing production 
units for financing rehabilitation and working capital 
requirements would facilitate the fight against infla- 
tion through its impact on production for the domes- 
tic market and for exports. It is also expected to 
play an important role in the investment financing of 
the five-year plan. 


The Djakarta cost of living index, which is taken 
as a measure of the rate of inflation, rose by only 
9.9 per cent during 1969, compared with 85 per cent 
in 1968 and 128 per cent in 1967. This 9.9 per cent 
rise in 1969 occurred mostly in the second half of the 
year and was due mainly to a tight rice supply situa- 
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tion. The index rose again in January 1970, partly 
for the same reason, but mainly owing to an increase 
in the domestic prices of petroleum products. The 
price of rice reached its peak in January 1970 and 
eased later as the supply situation improved. In 
January 1970, administered prices of domestically con- 
sumed petroleum products were also raised in order 
to abolish the subsidy and to bring them into line 
with other prices. 


Despite the fact that the new exchange regulations 
of April 1970 raised the export bonus (BE) rate 
from Rp 326 per United States dollar to the comple- 
mentary foreign exchange (DP) rate of Rp 378 per 
United States dollar, there was no significant increase 
in prices. During 1970, the Djakarta cost of living 
index increased by only 8.9 per cent; for food-stuffs 
it increased by 1.3 per cent, while housing increased 
by 49 per cent, clothing by 19 per cent, and other 
items by 12 per cent. 


External trade and balance of payments 


Despite a rapid growth in export earnings since 
1966, balance of payments difficulties continue to be 
a major concern for policy-makers. A combination 
of rising import demand, large commercial imports 
of rice, a declining world market price of rubber and 
lagging aid disbursement caused a sharp loss of 
foreign exchange reserves during the last quarter of 
1969 and the first quarter of 1970. 


The balance of payments deficit on current account 
rose to $433 million during 1969, 27.7 per cent higher 
than in the previous year. The balance of trade re- 
flected a surplus of $2 million during the year, much 
smaller than the $41 million achieved in 1968, while 
the net payment on services account (including the 
oil sector) of $376 million (23.3 per cent over 1968), 
together with debt service payment of $59 million, 
accounted for the current account deficit. Since both 
official and private capital inflow amounted to $378 
million during 1969, the over-all balance of payments 
deficit stood at $55 million during the year. With 
respect to fiscal year 1969/70, the first year of the 
plan, the deficit on current account was $475 million, 
as against the $459 million target set in the plan. 
Since the capital inflow (official and private) amount- 
ed to $417 million during 1969/70, which was smaller 
than the $459 million expected during the year, the 
over-all balance of payments deficit during 1969/70 
was $58 million, and this was financed by running 
down exchange reserves. 


Estimates for the current fiscal year 1970/71 
suggest a balance of payments deficit on current ac- 
count of $477 million which is smaller than the plan 
forecast for the year. According to preliminary es- 
timates, a trade surplus of about $33 million was 
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achieved in 1970. With the expected inflow of capital 
during the current fiscal year, improvement in the 
over-all balance of payments position is expected. In 
April, the IGGI consortium agreed to Indonesia’s 
request for an aid commitment of $600 million for 
1970/71, and the Paris Club agreed on a reschedul- 
ing of Indonesia’s old debts to reduce pressure on 
the balance of payments. Also in April, a reform 
of the foreign exchange and trade system was carried 
out which abolished the multiple exchange rate system, 
and concrete measures were adopted to promote 
exports. Preliminary figures indicate that, since 
April, there has been substantial improvement in the 
balance of payments both on current and capital ac- 
counts. Again, in December, IGGI agreed to an aid 
commitment of $640 million for 1971/72 as requested 
by Indonesia. 


It should be noted, however, that the debt service 
burden is rising, and import requirements of the 
economy will continue to grow for some years in the 
future. Thus, efforts to expand earnings from ex- 
ports, to increase the inflow of foreign aid, and to 
obtain softer terms of foreign aid will all be crucial 
for the successful implementation of the five-year de- 
velopment plan. 


Exports 


Merchandise export earnings (excluding the oil 
sector) increased from $569 million in 1968 to $629 
million in 1969, and the gross export earnings of 
the oil sector increased from $303 million to $336 
million. Thus, total export proceeds rose by 14.1 per 
cent during 1969. In the fiscal year 1969/70, total 
non-oil export earnings exceeded the planned target 
by 9.7 per cent, and the total, including oil, exceeded 
the planned target by 9.1 per cent. Preliminary es- 
timates for 1970 show that total surrendered non-oil 
export earnings amounted to $737 million, an increase 
of 17.2 per cent over the comparable period in 1969, 
and gross export earnings from the oil sector amount- 
ed to $426 million, an increase of 16.4 per cent. 


Improved rubber prices were mainly responsible 
for the substantial increase in non-oil export earnings 
during 1969, and rubber exports (the surrendered 
value) in United States dollar terms increased by 
25.8 per cent. Despite a sharp decline in the world 
market price of rubber since the last quarter of 1969, 
rubber exports continued to increase during 1970. 
Part of the increase during the first half may be at- 
tributed to the fact that some stocks of rubber were 
held in anticipation of a change in the BE rate of 
exchange and were released during the second quarter 
of 1970. In addition to rubber, which is the most 
important foreign exchange earner outside the oil 


sector, other important non-oil export products are 
tin, coffee, timber, and palm oil, all of which did 
well during 1969. Exports of minerals such as nickel 
and bauxite also increased significantly during 1969. 
Timber exports (in terms of United States dollars) 
were up by more than 100 per cent over the previous 
year, and it is now the fifth most important export 
commodity, with good promise for further expansion. 
Unfavourable prices were partly responsible for poor 
performances by copra, tobacco, and tea. 


Oil has taken over the position of rubber as the 
leading export product. Crude oil production in- 
creased by about 58 per cent between 1966 and 1969, 
and, during the first nine months of 1970, daily pro- 
duction reached an average of 845,000 barrels. How- 
ever, the output and export of oil may not rise as 
fast during the next two years as they did in 1969, 
because production from new fields (particularly from 
offshore drillings) is not expected to become signi- 


ficant before 1972. 


Imports 


With increased over-all economic activity, imports 
(including those of the oil sector) rose by 19.5 per 
cent during 1969 and were estimated to increase fur- 
ther, by about 13.8 per cent during 1970. With 
respect to composition, there has been a further shift 
towards imports of capital goods and raw materials. 
The share of capital goods increased from 28.6 per 
cent in 1968 to 29.8 per cent in 1969 and that of raw 
materials from 34.1 to 41.5 per cent. Imports of 
foodgrains (rice bulgur and wheat flour) decreased 
by 25 per cent to $161.4 million in 1969, though this 
was still larger than the planned figure, and decreased 
further, by 3 per cent to $156.5 million, during 1970. 
The poor dry season harvest and a decline in the 
output of other foodcrops were among the factors res- 
ponsible for food grain imports being larger than ex- 
pected during 1969. The proportion of imports 
financed by foreign aid also lagged behind the planned 
level because of the slow foreign aid disbursement. 


As might be expected, imports during the four 
months after the foreign exchange reform in Apri: 
(excluding those of the oil sector) dropped somewhat, 
compared with the same period last year. This was 
temporary, however, since new import financing 
arrangements and the normal holiday season demand 
raised imports in the fourth quarter of 1970. In May, 
Bank Indonesia authorized imports with a “Merchant’s 
L/C”. This enables importers to obtain supplier’s 
credit but does not involve bank guarantee of pay- 
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ment, and the purchase of foreign exchange is deferred 
until the settlement of the bill of exchange. This is 
expected to induce imports particularly from Hong 
Kong and Singapore. 


External trade and exchange regulations 


A new set of regulations in the field of external 
trade and foreign exchange was announced by the 
Government on 17 April 1970 involving a partial de- 
valuation of the rupiah» Under the new scheme, the 
two foreign exchange rates of BE and DP were merged 
into a single general rate (DU). The DU exchange 
rate was initially set at the then current DP-rate of 
Rp 378 per United States dollar. All foreign exchange 
transactions must be made at this rate, except those 
for imports financed under programme aid. For 
these imports, the credit BE rate of Rp 326 per United 
States dollar was to be applied until December 1970, 
after which the DU rate would apply to them also.4 


Under the new scheme, the overprice/checkprice 
system is abolished and exporters are required to 
surrender the full f.o.b. value of their exports to the 
foreign exchange banks at the prevailing DU rate. 
The 5 per cent export tax on group-A exports was 
abolished and the 10 per cent regional export tax 
ADO (automatic foreign exchange allocation) was 
converted into a tax accruing to the central Govern- 
ment, the regions being compensated for their loss 
by a rupiah subsidy equivalent to 105 per cent of the 
region’s ADO receipts in the fiscal year 1969/70. 
Exports of manufactured articles and handicrafts were 
given exemption from the 10 per cent export tax. 
Export and import procedures were also simp‘ified 
and bank charges were reduced. 


As mentioned earlier, the effect of the new regu- 
lations on the domestic price level is so far almost 
insignificant, and it is too early to judge its effects 
on exports. The reform of the exchange system, 
however, has raised the average effective exchange rate 
received by exporters. For some commodities, on the 
other hand, particularly those in the old group-B which 
had enjoyed a large overprice under the old system, 
the gain may be very small, but exemption from the 
10 per cent export tax has been granted to some 
commodities such as finished products and handicrafts 
as an additional incentive. 


Capital inflow and debt service 


Private capital inflow (including investments for 
oil explorations and the initial investment for the 
establishment of branches of foreign banks) amounted 
to about $140 million in 1969 and is expected to rise 


* The Government confirmed this change on 9 December 1970. 
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to about $200 million during 1970. In 1969, oil 
investments amounted to $96 million and are expect- 
ed to increase to about $130 million in 1970. 


In 1969, official foreign aid commitments amount- 
ed to $545 million ($321 million programme and 
food aid and $224 million project aid), but actual 
disbursements during the year were only $323 million. 
The most serious lag was in project aid, where only 
about 18 per cent of the commitments in 1968 and 
1969 were utilized, the main factor being delay in 
the preparation of sound projects. The lag in pro- 
gramme aid, nonetheless, has a serious impact on the 
import programme and foreign exchange reserves. 


Total provisional aid commitments for fiscal year 
1970/71, as announced at the IGGI meeting in 
Amsterdam in April 1970, were $571.1 million ($126.1 
million in food aid, $177 million in other programme 
aid, and $268 million in project aid). The United 
States and Japan are the leading donor countries. 
Two important proposals were made at the meeting, 
one by the Netherlands Government for untying BE- 
aid (credit-BE) and one by Australia for aid com- 
mitments three years ahead. The untying of aid was 
referred to a committee for further study. These 
proposals, if approved, would considerably increase 
the utility of aid to Indonesia. 


At the Paris Club meeting held in April 1970, 
the Western creditor countries and Japan finally agreed 
on a modified version of the proposal to reschedule 
the Indonesian debts contracted before June 1966. 
Repayment of the capital will be spread over thirty 
years, beginning on 1 January 1970, and accumulated 
interest on the total debt in fifteen equal instalments, 
beginning on 1 January 1985. In the light of Indo- 
nesia’s economic situation, it was also agreed that the 
terms of agreement will be open to revision at the 
request of either side at any time after 1980, either 
to accelerate payments or to reduce interest payments 
due. Indonesia has also continued negotiations with 
East European creditor countries and agreement was 
reached in August 1970 on the rescheduling of its 
debts to the USSR. 


Despite the above arrangements for the repay- 
ment of old debts, the debt service burden on the 
balance of payments will substantially increase, start- 
ing from the current year. In view of rising import 
requirements for sustaining development and of the 
debt service burden, inflow of foreign aid on an ex- 
panded scale and at concessionary terms will be 
crucial for the Indonesian economy, at least for some 
years to come. 


Chapter III. 


Iran 
Introduction 


During 1969/70,! Iran continued to experience 
rapid economic growth. Gross national product rose 
11.4 per cent in real terms, a figure slightly above 
the 1969 growth rate of 10.2 per cent and consider- 
ably in excess of the current fourth development plan 
target of 9.4 per cent. Three sectors — oil, industry 
and services — registered very high growth rates. 
Agriculture, however, experienced a less successful 
year by comparison with 1968/69, drought conditions 
affecting crop output. 


While the growth rate of output increased in 
1969/70, the growth rate of domestic expenditure 
slowed and the excess of domestic expenditure over 
national product was reduced. Nevertheless, the 
balance of payments continued to be under pressure, 
largely as a result of the debt-servicing problems 
consequent on heavy external borrowing in recent 
years. 


The outlook for 1970/71 is for a continuation of 
the high rate of economic growth, although at a 
slightly slower rate than that achieved in 1969/70. 
Largely because of continued adverse weather condi- 
tions, agricultural output has again grown slowly. 
Growth in other sectors of the economy has been 
well maintained, however, and a close relationship has 
been held between output and demand. 


1 The Iranian year is based on the solar calendar. Year 1348, for 
example, covers the period 21 March 1969-20 March 1970 and will 
be referred to as 1969/70 throughout this chapter. Other solar years 
have been treated similarly. 


Table II-3-18. 


Iran: 


Sector 1963 1964 1965 1966 1967 


(thousand million rials, constant 1960 prices) 


Agriculture 3 ae 88.3 89.9 92.2 99.0 102.7 
Industry and mining . 29.5 32.1 36.2 40.2 44.6 
Petroleum oy | oii. s 39.3 42.9 62.07 56.8 64.1 
Construction . . . 13.5 15.2 16.2 19.9 20.3 
Others (mostly services) 127.6 136.2 148.2 ~ 165.8 178.5 
Statistical errors . . 40 2.0 —3.0 1.4 —12.9 
GNP (factor cost) . S024 es 18i3.00 500.01) 383.1, | S07.3. 
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Growth and use of resources 


Table II-3-18 indicates the industrial origin of 
GNP, sectoral growth rates, and the contribution of 
the sectors to the growth of GNP in 1969/70. The 
most striking feature of the Iranian economy is the 
variety and richness of its natural resources. Petro- 
leum (including natural gas) dominates this resources 
structure. This sector contributed 18.6 per cent to 
gross domestic product in 1969/70, accounted for 73 
per cent of Iran’s export earnings, and provided 48 
per cent of the central government budget revenue, 
and the continued rapid growth of petroleum produc- 
tion has stimulated and permitted (through its con- 
tribution to foreign exchange and government 
revenue) rapid growth throughout the rest of the 
economy. 


Exploration activity has largely been concentrated 
on the search for additional crude oil and natural gas 
reserves, and several significant discoveries have been 
made in recent years. The discovery of a large, high- 
grade, open-cast copper deposit at Sar Cheshmeh near 
Kerman perhaps gives some indication of the mag- 
nitude of Iran’s mineral wealth outside of oil. Apart 
from copper, sizable deposits of coal, iron ore, bauxite, 
phosphate, chromite, barytes, lead, and zinc have been 
discovered. It would seem that the contribution of 
minerals to both national product and export per- 
formance could be increased.? 


2 Depending on the world price of copper and the satisfactory con- 
clusion of negotiations with the operating company (Selection Trust), 
particularly on production rates after the very rich surface layer of 
copper has been removed, copper export earnings may well exceed 
$150 million in 1974/75. Total non-oil foreign exchange earnings 
in 1969/70 were $409 million (see table II-3-18), so, even allowing 
for rapid growth of non-oil earnings, it is clear that copper will make 
a significant contribution to the balance of payments and to the 
diversification of export earnings. 


Gross national product stziistics, 1963-1970" 


Fourth 
plan 
Growth rate (1969-1973) Sectoral 
annual _ share of 
1968 1969 1970> 1964-1968 1969 1970 target GNP 
growth  imerease 
rate 1970 
(percentages) 


LEO L164 el S.4 4.7 5.0 7; rh 3.6 
50.3 57.3 63.5 ras 13.9 10.9 13.0 11.1 
76.0 86.7 101.9 154 14.1 iS 15.3 27.1 
25.3 30.1 28.8 13.3 19.0 —4.2 99 —2.3 


200751220.) hea 9.5 10.0 11.1 7.9 43.5 
—16.8 —19.2 —9.6 _- — _ _ 17.0 
446.6 492.0 548.1 8.1 10.2 11.4 9.4 100.0 


Bank Markazi, Iran. 


* Years ending 20 March. 
» Preliminary estimates. 


Source: 


© Net balance of payments receipts from oil sector, plus value added by the National Iranian Oil Company (NIOC). 


@ Includes oil bonus. 
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Despite the fact that only 12 per cent of Iran’s 
land can be cultivated and that limited rainfall severe- 
ly restricts both the area cultivated each year and 
the scope for livestock farming, this sector contri- 
buted 21.6 per cent to GNP in 1969/70. Wheat, 
barley and livestock dominate the agricultural sector 
which supports more than one-half of Iran’s popula- 
tion. However, apart from the well-watered Caspian 
littoral (which covers less than 25 per cent of the crop- 
ped area but produces more than 70 per cent of the 
output of wheat, barléy, cotten, rice, tea, jute, tobac- 
co and fruit) and some isolated pockets (mainly in 
the Persian Gulf area), average rural family income 
is much less than one-half of average urban family 
income. Apart from agriculture and petroleum, the 
other important sectors are industry, construction, 
and service activities. 


Iran has experienced rapid growth since 1963/64, 
the growth rate climbing steadily to 10.2 per cent in 
1968/69 and increasing further to 11.4 per cent in 
1969/70. There has beeen some disparity, however, 
in sectoral growth rates. Petroleum, industry and 
construction activities have, on average, grown faster 
than GNP and have consequently increased their share 
of GNP, while that of agriculture has fallen, because 
the growth rate of this sector was below that of GNP. 
The service sector has grown roughly in step with 
GNP and has thus maintained its relative share. 


Compared with 1968/69 and with fourth plan 
(1968-1972) annual average targets, five developments 
in 1969/70 are of interest. First, agriculture suffered 
a setback due to unfavourable weather conditions. 
Wheat and other cereals, together with fruit and nuts, 
were the cops most affected; cotton output rose 
slightly. The over-all agricultural growth rate in 
1969/70 was below that of 1968/69 and of the fourth 
plan average annual target. The outlook for 1970/71 
is not much more promising, poor spring rains having 
adversely affected cereal, cotton, and orchard crops. 
Current expectations are that the agricultural growth 
rate in 1970/71 will approximate 2 per cent. Second, 
the growth of industrial output was also lower in 
1969/70 than in 1968/69 and failed to reach the 
fourth plan average annual target. Nevertheless, the 
growth of this sector was quite rapid, despite results 
below expectations in the consumer durables industry. 
Several major industrial projects will come into opera- 
tion in 1970/71; but because of a tightening of credit 
requirements for financing imports and a slowdown 
in construction activity in 1969/70, no significant in- 
crease in the growth rate of this sector is expected 
in 1970/71. Third, there was a sharp slump in con- 
struction activities. In a large measure, this was due 
to direct government action to slow the growth of 
demand in order to ease growing balance of payments 
pressures. Apart from credit restraint, the Govern- 
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ment restricted the granting of additional building 
licences.. Both measures affected construction activi- 
ties. Fourth, oil output continued to grow impres- 
sively, the growth of output in 1969/70 being well 
above that of 1968/69 and of the fourth plan average 
annual target growth rate. The 1969/70 growth rate 
has been sustained in 1970/71. Finally, the expan- 
sion of the service sector in 1969/70 was also up on 
1968,'69 and well in excess of the fourth plan average 
annual target; in a large measure, the expansion in 
1969/70 was due to a sharp increase in civil service 
salaries and military expenditure. Oil and services 
together contributed more than 70 per cent to the 
growth of output in 1969/70, the other significant 
contribution coming from the continued expansion of 
the industrial sector. 


Table II-3-19 shows expenditure on GNP. All 
categories of demand have risen strongly in recent 
years. In particular, there has been a marked expan- 
sion of investment demand (both public and private), 
of government current expenditure, and of demand 
for exports. As a consequence, the share of private 
consumption in expenditure on GNP has fallen. 
Nevertheless, the growth of private consumption 
demand was much faster than that of population 
growth; consumption per capita rose strongly, but, at 
the same time, a higher proportion of a growing 
resource base was diverted to private investment and 
to the government sector. Three recent developments 
are significant. First, the growth of consumption 
demand slowed slightly in 1969/70 compared with 
1968/69, but remained well above the fourth plan 
annual average target growth rate. In a large mea- 
sure, the excess continues to be due to a more rapid 
growth of public sector consumption expenditure than 
expected in the fourth plan. Second, there was a 
significant decline in the rate of growth of gross 
domestic fixed-capital formation in 1969/70, and the 
ratio of investment to GNP fell from 23.3 per cent 
in 1968/69 to 21.5 per cent. The growth of invest- 
ment in 1969/70 was well below the fourth plan 
target. The major part of the slowdown occurred 
in the private sector (especially in construction acti- 
vities), but government investment expenditure also 
fell short of the budgeted figure for 1969/70 by some 
10 per cent, the major shortfall occurring in expen- 
diture on agriculture. Third, up until 1969/70, 
domestic demand grew at a faster rate than domestic 
production. In consequence, imports grew very fas! 
and outstripped the rapid growth of export earnings. 
The resources required to support this excess were 
obtained by utilization of Iran’s external reserves and. 
more significantly, by an increase in external indebted. 
ness, public and private. In 1969/70, external debt 
service (including amortization) absorbed 18 per cent 
of Iran’s export earnings. To reduce balance of! 
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Table II-3-19. Iran: Expenditure, gross national product, saving and investment, 1963-1970" 


plan 
Growth rate annual 
target 
Item 1963 1964 1965 1966 1967 1968 1969 1970 1964-1968 1969 1970 growth 
rat 
(in thousand million rials, current market prices) (percentage) i: 
1. Consumption expenditure . 316.6 353.8 393.1 412.3 458.4 493.0 548.2 604.7 7.9 11.2 10.3 7.4 
Private sector . . . . 274.5 302.8 327.6 343.1 382.0 407.6 438.2 469.8 6.9 75 7.2 6.7 
Public sector . . . . 42.1 51.0 65.5 69.2 76.4 85.4 110.0 134.9 13.5 29.0 22.6 10.0 
2. Gross domestic fixed capital 
RouuauOn sess is 3, 46.9 59.7 77.4 85.0 109.8 134.1 154.8 159.4 24.9 15.4 3.0 rSi7 
Private’sector . . . . 32.0 39.7 53.3 49.4 65.7 69.5 81.0 n.a. 15.0 16.6 n.a. 
Pilblictsector? '. 9% 2” 14.9 20.0 24.1 35.6 44.1 64.6 73.8 n.a. 44.6 14.2 n.a. 


3. Gross domestic expenditure . 363.5 413.5 470.5 497.3 568.2 627.1 703.0 764.2 10.3 12.1 8.7 9.4 
4. Net exports of goods and 


BCEVICCe meas.) te eee Pears 7.6 —0.6 —3.0 —83 —14.3 —24.1 —37.8 —23.8 

EXpotisee: =) ee Se 83.8 695" 103.26" 113.7)” 135.3.) 146.0 n.a. n.a. 

EODOLES sad) fe,sth eye ree oe 42.3 60.4 70.1 82.1 101.8 117.8 n.a, na. 

Net factor payments abroad 33.9 29.7 36.1 39.9 47.8 52.3 n.a. n.a. 
Gross national product . . 371.1 412.9 467.5 489.0 553.9 603.1 665.2 740.4 9.2 10.3 11.3 9.4 
National savings . . . . 54.5 59.1 74.4 76.7 95:5 5 WOT. 17.0 135.7 17.3 6.3 16.0 13.9 


Ratio of savings to GNP (%) 14.7 14.3 15.9 15.7 17.2 18.3 17.6 18.3 
Ratio of investment to GNP 
GD dan ia 12.6 14.5 16.6 17.4 19.8 22.2 23.3 vas) 


eee 


Source: IMF, International Financial Statistics, December, 1970. 
* Years ending 20 March. 


payments difficulties, the Government increased the The resource contribution of the oil sector con- 
price of credit, attempted to tighten its supply, and sists essentially of three components: the foreign ex- 
increased the use of direct controls in those areas change paid to the Government in the form of tax 
where such controls existed (notably in the granting and bonus payments, expenditure by foreign com- 


of building licences). In consequence, the rate of 
growth of demand eased in 1969/70, but the effects 


of the past excess of demand over supply combined ‘ ira : A 
vith a Seceetged Sraeid tecowth of public DB al income of NIOC is increasing rapidly, tax and bonus 


spending caused an increase in the balance of pay- payments are by far the most important real resource 
ments deficit (see table II-3-22). contributions; because the industry is highly capital- 


intensive, expenditure on domestic inputs is relatively 
small and has tended to fall in recent years as further 
economies in the use of labour have been implemented. 


panies on domestic inputs, and the net income of the 


National Iranian Oil Company (NIOC). While the 


Sectoral production 


Developments in the oil sector largely determine 
Iran’s prosperity. Oil production has expanded very Under the 1954 Consortium agreement, a 50 per 
rapidly in the past decade, rising from 390 million cent income tax was levied on the Consortium’s net 
barrels in 1960/61 to approximately 1,420 million profit and a 12.5 per cent royalty (calculated with 
barrels in 1969/70. Moreover, the results of inten- respect to posted prices) was levied on crude oil off- 
sive exploration activity have been equally impres- take. After 1962/63, the Government sought to in- 


:. aero ag td op tenony Mea crease the growth of tax revenue from the oil industry 
i to finance economic development. Since posted prices 


55,000 million barrels in 1969/70. Oil is a wasting Pa a ae s Fag 
asset, but given the size of Iran’s reserves (equal to BAN ae ad Mo Mis Lae i ; 
to increase the rate of growth of production. Conse- 


some 15 per cent of proven world crude oil reserves) , 
the emphasis placed on exploration activity, and the quently, the Government has each year requested the 


high success rate for newly completed wells, Iran has Consortium to increase the rate of growth of produc- 
the capacity to increase oil production by 15 per cent tion, to switch from heavier to lighter, more expen- 
‘per annum for several more decades before stabilizing sive crudes, and to increase its exports of refined 


the production level. products from its Abadan refinery. 
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The extent to which Iran has been able to pro- 
cess its oil output has been limited because importing 
countries prefer to import crude oil and process it 
themselves. Iran has endeavoured to enter this field 
by operating refineries jointly with importing coun- 
tries, but achievements in this direction, while note- 
worthy, have been limited in number and in terms 
of direct and indirect contribution to Iran’s GNP. 
The closure of the Suez Canal presented additional 
difficulties to the Iranian oil industry; the cost of 
delivering crude oil to the European market was sub- 
stantially increased and the prospect of significant 
penetration of East European markets was delayed. 
In consequence, Iran looked elsewhere for markets 
and now exports almost half its output to Japan. 
Added to this development has been a growing world 
fuel shortage. As a result, the demand for oil is 
growing fast and prices are firming. Iran’s ability 
to benefit from this development depends on the 
availability of tankers and on the ability of the 
Government to encourage the Consortium to continue 
to substantially increase oil production in Iran. For 
1970/71, the Iranian Government asked the Consor- 
tium for oil revenue amounting to $1,161 million 
($905.5 million was obtained in 1969/70). The Con- 
sortium indicated that the level of production implicit 
in this revenue figure could not be reached without 
disruption to its offtake programme in other regional 
countries. It offered to increase production, to make 
advance payments against 1971/72 production, and to 
provide loans of approximately $150 million. The 
Iranian Government then proposed that the income 
tax be increased from 50 to 55 per cent and that the 
posted price be increased to the level of Libyan, 
Algerian, and Venezuelan oil. The Consortium later 
agreed to an increase in the income tax from 50 to 
55 per cent, to an increase in the posted price, and 
to maintain an increase in production of at least 12 
per cent per annum. Apart from negotiations with 
the Consortium, the Government is endeavouring to 
encourage the substitution of gas oil for fuel oil 
domestically (by means of relatively lower indirect 
taxes on the abundant but underutilized supply of gas 
oil) in order to free more fuel oil for export. In 
addition, it is about to embark on the construction 
of a 1,800 km oil pipeline via Turkey to the east 
Mediterranean port of Iskanderun at a cost of between 
$700 million and $900 million to tap the eastern 
European market. However, the financial demands of 
this project may delay its initiation.® 


In the past decade, Iran has placed considerably 
emphasis on the development of a manufacturing sec- 
tor to replace imports, particularly imports of con- 
sumer goods. Incentives include low taxes on profits 


3 Turkey is in favour of the project from which it would gain cheap 
crude oil and transit revenue. 


(with an initial five-year tax-free period), high tariffs 
on imports of consumer goods, low tariffs on the 
import of intermediate and capital goods, few domestic 
excise taxes, restraint on the number of firms invest- 
ing in particular lines of activity by means of invest- 
ment licensing, and easy, relatively cheap credit to 
industry. The growth of this sector has been very 
rapid since 1964. Output is concentrated on the 
production of final consumer goods: production of 
textiles, footwear, food processing, pharmaceuticals, 
cosmetics, and assembly of consumer durables (cars, 
radios, refrigerators and other electrical appliances). 
Production is essentially for the domestic market; 
apart from some of the more traditional Iranian in- 
dustries (carpets and textiles), little of the output of 
the industrial sector is exported. 


The existing policies have resulted in a successful 
expansion of the industrial sector and have thereby 
produced many valuable external economies, such as 
the development of a skilled industrial managerial 
class and of a skilled industrial labour force, but 
the Government is aware that the type of industrial 
development that has occurred has been achieved at 
a high cost of consumers. 


More recently, the Government has attempted to 
reorient the industrial sector more in line with Iran’s 
petroleum and mineral resource base. It is undertak- 
ing the establishment of a large petrochemical plant, 
an aluminium smelter, an integrated steel plant, a 
complex of machine tool and metal working plants, 
and a tractor factory. In addition, the Government 
has encouraged the Consortium to expand its refinery 
capacity, and new tax concessions have been granted 
for export activity. Emphasis is now being placed 
on developing an export-oriented industrial sector 
producing products based on resources which form 
the crux of Iran’s comparative advantage in inter- 
national trade. However, there is a general need to 
re-assess existing industrial policies to achieve both 
an increase in the share of domestic value added in 
final sales price and a closer relationship between 
final sales price and the price of competing imports, 
while at the same time maintaining a rapid growth 
rate. 


Public finance 


Table II-3-20 shows government expenditure and 
finance in Iran. It covers the transactions of the 
Budget Bureau and the Plan Organization, but not 
those of the numerous official entities which together 
account for almost one-quarter of total government 
sector transactions. 


Several points stand out from a perusal of table 
II-3-20. The first point is the rapid rate of growth 
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(in thousand million rials) 
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Iran: Summary of public sector finances* 


Actuals actuals Budget first half 
Item 1962/63 1963/64 1964/65 1965/66 1966/67 1967/68 1968/69 1969/70 1963/69 1969/70 
1. Revenue 55.0 60.7 82.6 81.7 96.2 109.6 129.4 157.1 60.3 69.3 
Oil revenue . (25.6) (27.7) (50.3) (39.9) (47.4) (55.0) (62.9) (79.7) (29.3) (33.5) 
Other revenue (29.4) (33.0) (32.3) (41.8) (48.8) (54.6) (66.5) (77.4) (31.5) (35.8) 
2. Current expenditure . 43.9 49.5 54.9 61.1 69.1 80.6 98.1 114.6 46.5 56.1 
Defence and security (15.9) (17.1) (19.1) (22.6) (27.2) (35.7) (43.9) (51.6) n.a. n.a. 
Other (28.0) (32.4) (35.8) (38.5) (41.9) (44.9) (54.2) (63.0) naa. n.a. 
3. Surplus on current operations 
(1—2) 11.1 112 27.7 20.6 27.1 29.0 31.3 42.5 14.3 13.2 
4. Development expenditures 11.0 15.8 23.7 37.1 37.8 53.4 64.7 84.6 26.9 28.7 
5. National government deficit 
(3—4) 0.1 —4.6 40 —16.5  —10.7 —24.4 —334 —42.1 —12.6 —15.5 
6. Cash surplus or deficit or 
official entities . = 1.9 4.6 2.7 3.9 2.6 1.8 5.1 —- 0.8 5.6 
7. Over-all public sector surplus ; 
or deficit (5-++6) 2.0 —0.1 6.7 —12.6 —8.1 —22.6 —38.5 —42.1 —11.8 —9.9 
8. Financing of deficit —0.4 Ban —7.2 14.6 10.8 23.6 37.0 42.1 8.3 6.8 
External borrowing (net) . 1.5 0.8 —0.5 0.1 3.0 8.1 17.9 18.6 6.3 6.8 
Utilization of loans . (3.0) (2.0) (0.8) (2.3) (4.7) (10.1) (21.2) (25.3) (8.0) (9.1) 
Repayments (—1.5) (—12) (—1.3) (—2.2) (—1.7) (—2.0) (—3.3) (—6.7) (—1.7) (—2.3) 
Change in nonbank holding 
of bills and bonds . _- 1.1 1.1 16 5.6 3.0 3.3 2.3 2.4 
Borrowing from the bank- 
ing system (net) —1.9 0.8 —7.8 13.4 2.2 12.5 15.8 23.5 —0.3 2.4 
National government (—) (5.4) (—5.1) (17.3) (4.8) (14.3) (10.7) (0.5) (8.0) 
Official entities (—1.9) (—4.6) (—2.7) (—3.9)  (—2.6) (—1.8) (5.1) (—0.8)  (—5.6) 
9. Discrepancy (8-+7) 1.6 2.6 —0.5 2.0 Dis 1.0 —15 — —3.5 —3.1 


Source: Official source. 


* Data are for fiscal years ending 20 March. 


Preliminary 
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Preliminary actuals 


of total current expenditure; all expenditure heads 
have increased and there was a substantial upsurge 
in 1968/69 and 1969/70. Second, despite the rapid 
growth of current expenditure, Iran has succeeded in 
retaining a surplus on current government operations. 

wever, the surplus is not large, and, as a share of 


GNP, government saving has fallen over the past de- 


cade. 
revenue (including oil bonus payments). 


Third, revenue yield is dominated by oil tax 
Fourth, 


import duties dominate the yield and thus the course 
of non-oil revenue; non-oil revenue has risen in step 
with the growth of GNP in recent years, but this has 


largely been due to an increase in import duty revenue 
as a result of growth in the level of imports, together 
with a more determined effort to collect the income 
tax revenue, rather than any increase in the burden 
of taxation. Finally, the surplus on current account 
finances only a small part of development expenditure. 


, 


To finance most development expenditure, the Govern- 
ment relies on borrowing from the Central Bank and, 
more recently, on borrowing abroad and from domes- 
tic commercial banks. 


The impact of the government sector on the level 
of domestic activity has been substantial. Apart from 
the rapid growth of its expenditure (current and 
capital), the method of financing such expenditure has 
been expansionary. Each of the Government’s three 
main sources of finance (tax revenue derived from 
the oil sector, borrowing from the Central Bank, and 
borrowing abroad) permits an increase in spending 
within Iran without any initial transfer of resources 
from Iranian residents. Borrowing abroad has been 
used largely to finance government sector imports of 
goods and services and has not, therefore, led to a 
significant increase in demand for Iranian-produced 
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goods. But the proceeds of the other two sources of 
finance have been largely spent locally. Thus, a good 
part of government expenditure has a large multi- 
plier effect on the domestic economy, and, in addition, 
government operations substantially enhance the cash 
base of the commercial banking system and thus 
permit a multiplied rise in bank credit. Controlling 
the impact of the government séctor on the economy 
would seem to require regulation of the various com- 
ponents of domestic demand. _ 


In these circumstances, it would seem that there 
is a need to increase the level of taxation and to 
develop financial institutions (life assurance and pro- 
vident funds, for example) which could be used to 
mobilize domestic saving. By offering securities at 
a very attractive interest rate, the Government has 
begun to mobilize the resources of the commercial 
banking system. 


Table II-3-21 shows planned and actual develop- 
ment expenditure. The fourth plan (covering the 
period March 1968-March 1973) consisted in 
essence of a relatively small number of very large 
projects in petrochemicals, metallurgy, gas, and irri- 
gation, together with related transport and power 
infrastructural developments. The objectives of the 
plan were to achieve a growth rate of 9.4 per cent 
per annum, to reduce unemployment, and to improve 
income distribution. Almost half of total plan ex- 
penditure was to be financed by government saving. 
In the first two years of the plan, development expen- 
diture was large, though expenditure in 1969/70, 
while up by more than 25 per cent on expenditure in 
1968/69, was some 10 per cent below the original 
budget estimate. The major sectors where expendi- 


Table IJ-3-21. Iran: Planned and actual 
development expenditure 1962-1973 


(in thousand million rials) 


Third plan Fourth plan 
(1962-1968) (1968-1973) 
Disburse- 
ments 
Expenditure head Planned Actual Planned 1968/69 
Agriculture and irrigation . 49.0 47.3 65.0 5.0 
Industries and mines . . 28.6 170 L253 24.6 
Power and fuel . . . . 36.5 32.0 86.5 11.5 
Transport and communications 59.5 53.8 100.3 13.2 
Social services . °°. . . 440 42.9 FA Ey, 8.0 
Education ries lide lO | 17.5 35.0 3.5 
Riealeh a eo ear ee eae 13.2 13.7 1.0 
HiGUSIES es eg eet 122 23.0 3.5 
Other. <4 eg ne Dees 115 31.2 E22 
Tol ah ssl es ZOO 2D OL “abu 74.8 


Source: Economist Intelligence Unit, Quarterly Economic Review, 
Iran, Annual Supplement, 1970, pp. 5-6. 
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ture so far lags behind targets are agriculture, power, 
fuel and social development. The most impressive 
increase in 1969/70 was in industry where investment 
expenditure doubled and exceeded the budgeted figure 
by 12 per cent. The 1970/71 budget provides an 
increase of 7 per cent in ordinary budget expenditure 
and 34 per cent for development expenditure. By 
developing regional centres, the fourth plan is mak- 
ing a marked contribution towards raising the level 
of economic activity and income outside of the capital, 
Tehran. The growth target for the economy as a 
whole (9.4 per cent per annum) has been surpassed 
and government spending has had a significant em- 
ployment-generating effect. 


Monetary developments 


Despite the rapid growth of the money supply 
(including quasi-money) since 1963, price pressures 
have not been apparent until quite recently. Growth 
has been rapid, and, combined with an expansion of 
the monetized sector, the public has increased its 
demand for monetary holdings broadly in step with 
the rapid expansion of the money supply resulting 
from the growing financial needs of the public and 
private sectors. However, the situation began to 
change late in 1967 and it became apparent that the 
increase in the money supply had begun to give rise 
to some price pressures. To encourage an increase 
in the savings ratio in view of the steep rise in the 
investment ratio prior to 1969/70, the Central Bank 
raised the discount rate. (from 5 per cent to 7 per 
cent), raised legal reserve requirements on demand 
and non-sight deposits, and raised interest rates on 
non-sight deposits. In 1969, government spending 
rose substantially, and, as has been indicated, part 
of this spending was met by sources of finance which 
expand the cash base of the banking system. The 
commercial banks were liquid before the November 
1968 measures were introduced, and, as a result of 
government operations and the strong capital inflow 
in 1969, they remained highly liquid. In August 1969, 
the Central Bank again raised the discount rate (to 
8 per cent), legal reserve requirements, and the rate 
of interest on non-sight deposits, and asked the com- 
mercial banks to exercise restraint in their lending 
policy. These measures, combined with a tightening 
of import financing requirements, were more effective. 
Private sector import demand was restrained and 
construction activity slowed. However, private sector 
service activities, which rely substantially on bazaar 
sources of finance, were not so markedly affected. 
The use of monetary policy to restrain demand proved 
to be somewhat uneven in its incidence. To mitigate 
this problem, and to hold a close balance between 
output and demand, there was some relaxation of the 
measures in August 1970. 


. 
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Balance of payments 


Balance of payments statistics are set out in table 
II-3-22. Oil dominates export earnings. Other ex- 
ports consist essentially of agricultural produce and 
minerals. A large proportion of oil income is remit- 
ted abroad by the foreign oil companies. Subtracting 
such remittances from total exports, a figure for net 
exports is obtained and it is this figure which is 
important in determining the foreign purchasing 
power earned by Iran on current account. Reflecting 
the strong growth of oil production, net export 
earnings have risen dramatically. However, rapid 
domestic economic growth and an excess of money 
demand over income have combined to produce an 
even more rapid growth of spending on imports. In 
consequence, the balance of payments has been in 
deficit in recent years. This deficit has been financed 
by public and private capital inflow and, to a lesser 
extent, by a decrease in the level of Iran’s external 
reserves. 


Iran’s outstanding foreign debt has risen rapidly 
since 1965. Some part of this debt has been borrowed 
on short-term and at a high interest rate. As the 
debt service expenditure rises, heavier dependence will 
be placed on the growth of net export earnings in 
determining Iran’s import capacity. For this reason, 


Table II-3-22. 


the Government is giving greater consideration to 
policies which would diversify Iran’s exports and work 
towards maintaining the rate of growth of exports. 
As already noted, there is considerable potential for 
the further development of agriculture, for the es- 
tablishment of agro-industries, for the exploration and 
exploitation of Iran’s apparently rich mineral poten- 
tial, and for the development of industries which have 
a comparative advantage in world trade. The recent 
increase in posted prices for oil exports will however 
ease the debt servicing problem and permit the fine 
recent record of economic growth to continue. 


Conclusion 


With rich natural resources and the potential for 
further significant discoveries, Iran is on the threshold 
of a significant development breakthrough. General 
economic and social development has been a relatively 
recent phenomenon, and the tasks ahead of the 
Government remain enormous to spread education, 
health facilities, rural development, and to solve the 
problems of urban development. Apart from the 
many challenges confronting the government sector, 
there would seem to be a need to re-assess some of 
the existing policies in respect of industrialization and 
the financing of government expenditure. 


Iran: Balance of payments statistics 


(in million dollars) 


Net oil receipts 


Other exports and services 


Total foreign exchange earnings? 


Less: Imports of goods and services 


Gurrent Gencit. 6) wok es as 
Covered by: 

Net loans and capital® . 

Other receipts . 


Fall in reserves (minus equals increase) . 


(Year ended March 20th) 


Three-year 
growth 
1967 1968 1969 19708 (percentages) 
716 858 958 1,104 54 
225 318 367 409 82 
941 1,176 FEY) 1,513 61 
1,089 1,388 1,798 2,087 92 
—148 —212 —473 —574 
120 214 382 562 256 
4 nee —4 84 
24 —2 95 —72 


Source: Industrial Mining and Development Bank of Iran. 


* Preliminary estimates. 


© Made. up as follows: 
Gross inflow 5 
Less repayments and outflow . 


> Share of oil in total foreign exchange earnings (percentage) 76.1 


1967 1968 1969 1970° 
TEETER SO ERY 


167 274. 497,734 
Gi 60'S 115 172 
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Japan 
The economy in 1969 


Japan’s economy recorded steady growth through- 
out the 1969/70 fiscal year (April 1969 - March 1970). 
In its annual indicative plan, the Government set a 
target rate of growth in real GNP of 9.8 per cent. 
Government capital formation was expected to rise by 
10.4 per cent and private plants and. equipment ex- 
penditure by 16.3 per cent; both in money terms. 
The increase in the consumer price index was expected 
to be less than 5 per cent. In fact, these figures turn- 
ed out to be underestimates. 


As the year progressed, the economy showed 
signs of overheating. Prices started to rise more 
rapidly than expected and, in an effort to stabilize 
prices, the Central Bank raised its rediscount rate from 
5.84 per cent to 6.25 per cent in September 1969. 
However, since the balance of payments registered 
significant surpluses in the first two quarters, the 
tighter money policy was motivated by purely domes- 
tic considerations and was in line with governmeni 
attempts at price stabilization. 


Though the rise in the rediscount rate was quite 
substantial, and market rates moved up in unison, 
this did not depress investment as prices continued 
to rise more rapidly than interest rates. Moreover, 
the Bank of Japan permitted a fairly large expansion 
in the money supply (stock of currency and demand 
deposits) which rose by an average of over 20 per 
cent in the last two quarters} compared with the 
corresponding periods in the previous year. 


Private consumption, government current expen- 
diture, and government fixed-capital formation con- 
tinued to expand steadily. Private fixed investment, 
too, rose steadily on account of expectations of high 
earnings in a situation of strong demand pressures. 
Private housing expenditures also continued to rise. 


As a result of these factors, real GNP is estimated 
to have increased by 12.8 per cent. Private plant 
and equipment investment rose by approximately 29.5 
per cent, while government fixed-capital formation in- 
creased by 11.2 per cent, both in money terms. Con- 
sumer prices, on the other hand, rose by 6.4 per cent 
over the year. The plan had greatly underestimated 
the growth in private investment. Moreover, it is 
clear that the 1969 tight money policy did not ad- 
versely affect economic growth until the end of the 
fiscal year. 


Another important objective of goverhment 
policy in this year was increased provision of social 
overhead capital (SOC), which was planned to in- 
crease relative to directly productive capital (DPC). 
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However,. with the rapid expansion of private invest- 
ment, the planned increase in social overhead capital 
relative to directly productive capital did not 
materialize and the ratio of SOC to DPC showed a 
decline.- 


Furthermore, in an attempt to reduce the rice 
surplus, the Government took further steps in 1970 
to decrease rice production, including the grant of a 
subsidy for switching production from rice to other 
farm products. According to rough estimates, the 
decrease in the rice crop harvest in 1970 amounted 
to 1.3 million tons, as against the Government’s goal 
of 1.5 million tons. 


It is a striking feature of the Japanese economy 
since 1968 that the export surplus has increased rapid- 
ly while domestic demand has also grown substantial- 
ly. Since a tight money policy for the sake of price 
stabilization could further increase the surplus in the 
balance of payments, the Government has sought to 
liberalize imports and relax foreign exchange con- 
trols. The council of the cabinet for price stabiliza- 
tion decided in April 1970 that the Government should 
advance the implementation of the remaining Kennedy 
Round tariff out by nine to twelve months. In Sep- 
tember 1969, some types of profit repatriation and 
money transfers of non-residents to foreign countries 
were liberalized. The limitation on the taking out of 
foreign exchange by residents travelling abroad was 
relaxed from $500 to $700 in April 1969 and further 
to $1,000 in March 1970. The restrictions on direct 
investment are being gradually removed, for both 
inflow and outflow. 


The economy in 1970 


The Japanese economy has experienced a mild 
slowdown in its growth in the second half of the fiscal 
year 1970/71. According to the latest estimates of 
the Japanese Government, the real rate of growth in 
1970/71 is expected to amount to 10.8 per cent, slight- 
ly less than the original government estimate of 11.1 
per cent. Although the rise in consumer prices has 
exceeded original estimates, rising by about 7.3 per 
cent, wholesale prices have increased only by 2.6 per 
cent and, after April, the index of wholesale prices 
stopped rising. The reason for these developments is 
the change in the business situation which resulted in 
rapid accumulation of inventories and led to a 
levelling off in the index of industrial output. 


In the latest forecasts, exports and imports (on 
a customs clearance basis) were placed at $19.9 billion 
and $19.5 billion respectively. The over-all surplus 
on the balance of payments is expected to amount to 
$900 million. Domestic price increases, inducing 
import expansion, have been a major factor in reduc- 
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ing the extent of the over-all surplus. However, the 
surplus would have been much greater had the 
Government not promoted capital outflow through 
various means, such as subscriptions to international 
financial organizations. 


GNP. by type of expenditure 


Since the latest government estimates are avail- 
able only in brief outline, Japanese Economic Research 
Centre (JERC) estimates will be used, although these 
are more optimistic than government estimates. 
Table II-3-23 gives JERC forecasts for the economy 
in fiscal years 1970/71 and 1971/72. According to 
the table, the rate of growth in private consumption 
expenditure is estimated to have been only 8.6 per 
cent in 1969/70 in real terms, owing to a rapid in- 
crease in consumer prices, 


Private residential construction has steadily in- 
creased its share of GNP since 1965. It experienced 
a rise of 20.9 per cent in 1969/70, and 18.6 per cent 
in 1970/71, both in constant prices. The tight money 
conditions in 1969 may have affected company housing 
programmes as this is the first business activity to be 
affected by a tight credit policy. But company hous- 


ing accounts for no more than 10 per cent of total 
private housing expenditure so that total private 
housing is not expected to have been depressed by the 
tight money policy. 


In real terms, government current expenditure is 
expected to accelerate from 4.3 per cent in 1969/70 
to 5.8 per cent in 1970/71 and 7.3 per cent in 
1971/72. Government fixed-capital formation in- 
creased by 9.6 per cent in 1969/70, but for 1970/71 
and 1971/72, the increase is likely to be 11.4 per 
cent and 13.2 per cent respectively. Private plant and 
equipment expenditure is expected to increase in real 
terms by 17.8 per cent in 1970/71 and by 17.1 per 
cent in 1971/72. (Government forecasts put the in- 
crease in private investment at only 12.6 per cent in 
current prices for 1971/72.) This deceleration in 
investment activity reflects the over-investment in 
equipment during the last few years which has been 
proceeding at over 25 per cent per annum, as well 
as the influence of the tight money policy. However, 
private investment demand is likely to grow more 
strongly in 1972/73 as total demand, including foreign 
demand, ag in exerts strong pressure to expand pro- 
ductive capacity and the high rate of wage increases 
gives an incentive to invest in labour-saving equip- 


Table [I-3-23. Japan: The JERC forecast (October 1970) 


(in thousand million yen, at constant 1965 prices) 


Mining and manufacturing production index 


(1965 = 100) 
Wholesale price index (1965 = 100) . 


Consumer price index (1965 = 100) . 
Private consumption 

Government current expenditure 
Private residential construction . 
Private plant and equipment investment 
Government fixed-capital formation 
Private inventory investment 
Government inventory investment . 
Exports and income from abroad 
Imports and incomes to abroad . 


Gross national expenditure . 


1968/69 1969/70 1970/71 1971/72 
164.9 194.3 224.6 261.4 
(17.2) (17.8) (15.6) (16.4) 
105.2 108.6 111.9 114.0 

(0.6) (3.2) (3.0) (1.9) 
116.1 123.5 131.5 139.6 
(4.9) (6.4) (6.5) (6.2) 
23,769.5  25,819.6  28,583.9 31,638.1 
(9.6) (8.6) (10.7) (10.7) 
3,560.0 3,712.6 3,929.5 4,217.9 
(6.8) (4.3) (5.8) (7.3) 

2,723.0 3,293.4 3,904.7. 4,607.7 
(13.5) (20.9) (18.6) (18.0) 

9,333.7 11,721.4 13,813.4 «16,1703 
(21.6) (25.6) (17.8) (17.1) 

4,108.2 4,502.6 5,014.2 5,677.5 
(14.2) (9.6) (11.4) (13.2) 

2,007.4 2,347.8 2,424.8 —-2,747.0 
(12.3) (17.0) (3.3) (13.3) 
238.4 168.4 118.1 98.7 

CANS (220.3), 299) (16.4) 

5,635.4 6,675.8 7,768.7 —*9,125.8 
(24.9) (18.5) (16.4) (17.5) 

5,076.6 5,931.2 7,285.6 —8,588.7 
(11.5) (16.8) (22.8) (17.9) 

46,298.7 52,310.5 58,271.7 65,694.3 
(13.8) (13.0) (11.4) (12.7) 


Note: 


Figures in brackets indicate percentage changes over the preceding year. 
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ment. In October 1970, the Bank of Japan’s re- 
discount rate was lowered from 6.25 per cent to 6.0 
per cent to help counteract any deflationary tenden- 
cies. A further reduction to 5.75 per cent was an- 
nounced in January 1971. 


Reflecting the mild slowdown in activity, the 
Government’s latest esimate is for private inventory 
investment to grow by 21.7 per cent in 1970/71, but 
by only 3.4 per cent (both “jn nominal terms) in 
1971/72 as private inventory investment in the. latter 
year is now likely to be stagnant. 


Investment saving balance by sectors 


It has been a common feature of the Japanese 
economy that the household sector supplies excess 
savings over investments and the corporate sector 
absorbs this saving surplus. There has been no sig- 
nificant change in this trend during the period under 
review. The total outlays and revenues of the house- 
hold sector were 37 trillion yen and 41 trillion yen 
respectively in 1968/69. Thus, the excess of revenues 
over outlays amounted to 8.9 per cent of the revenues. 
As housing expenditure advanced rapidly, this ratio 
came down to 8.7 per cent (estimated) in 1969/70 
and is forecast to drop to 8.4 per cent in 1970/71. 
The average propensity to consume (measured as 
private consumption expenditure/disposable personal 
income) was 80.8 per cent (estimated) in 1969/70, 
but is expected to fall to 79.6 per cent in 1970/71 
and 79.7 per cent in 1971/72. Thus, it is the increas- 
ed expenditure on residential construction that is tend- 
ing to reduce the excess of saving over investment in 
this sector, despite the rise in the average propensity 
to save. 


The “surplus ratio” of investment (defined as 
—— where S and J stand for savings and investments 


respectively) for the corporate sector stood at 35.2 
per cent in 1969/70, but is expected to decrease to 
34.3 per cent in 1970/71 and to 30.6 per cent in 
1971/72. The fact that the self-financing ability of 
business firms is expected to improve considerably 
arises because investment (both fixed and variable) 
will not increase as rapidly during this period. The 
public sector, having kept investment and savings in 
balance till 1964/65, recorded excess investment until 
1970. However, in 1970/71, the government sector 
may record excess savings according to the JERC 
projection. 


Per capita income 


Per capita income in current prices was estimated 
at 480,000 yen ($1,334) in 1969/70, and it is ex- 
pected to rise to 566,000 yen ($1,573) in 1970/71 
and 658,000 yen ($1,828) in 1971/72. As the con- 
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sumer price index rose by 6.4 per cent in 1969/70 
and is expected to rise by 7.3 per cent in 1970/71 
and 5.5 per cent in 1971/72, the rate of increase in 
real per capita income can be derived from discount- 
ing the money income by these CPI increases. Rough- 
ly, it can be said that real per capita income is 
growing by about some 9-10 per cent per annum, 
discounting the some 17 per cent increase in national 
income at current prices by a 6-7 per cent rise in the 
price level and allowing for an increase of population 
of around 1 per cent. 


Sector production 


Agriculture. Rice production amounted to 14 
million tons in 1969 and is estimated to stand at 
some 13 million tons in 1970. The producers’ prices 
of the rice crop had been raised about 9 per cent 
each year for the sake of balancing the return to 
farmers with that of industrial labourers. When it 
became clear that some 2 million tons of surplus 
would be generated even under average climatic con- 
ditions due to increases in productivity on the one 
hand and stagnation in demand on the other, the 
Government decided to hold down the increase in 
producers’ prices to 5.9 per cent in 1968 and kept 
the prices unchanged in 1969 and 1970. In 1970, 


‘the Government took further steps to reduce rice 


production by giving 110 billion yen as a “switch- 
sowing subsidy” and a 24 billion yen “high-grade 
rice” production subsidy. This was intended to 
reduce the area under rice cultivation by an equivalent 
of more than 1.5 million tons of rice production. 
Notwithstanding these measures, it is expected that 
there will be a one million ton rice surplus in 1970. 


It is a characteristic of the Japanese agricultural 
situation that an excess supply of rice, an excess 
demand for wheat, and a shortage in the supply of 
meat, vegetables, and fruits co-exist. The excess sup- 
ply of rice has probably been induced by the fact 
that farmers enjoy more certain expectations about 
rice prices than for any other farm product. The 
imbalance between the demand for, and supply of, 
various agricultural products contributed, in large 
measure, to the CPI increases in 1969/70, mainly 
through the rise in prices of seasonal foods, such as 
vegetables and fruits. 


The number of persons engaged in agriculture 
and forestry has tended to decline over the years. 
Moreover, agriculture has been left with a poorer- 
quality labour force as the younger people graduating 
from schools have moved out to the urban-industrial 
areas. Lately, factories have begun to move out of 
the cities; the number of farm households who are 
at the same time engaged in other activities may 
now, therefore, be increasing. The total number of 


Chapter III. Current Economic Developments and Policies 231 


farm households declined from 5.419 million in 1967 
to 5.351 million in 1968 (a 1.3 per cent decrease). 
As regards size distribution, the reduction was more 
than proportionate in the case of small farms. This 
suggests that many small farms are tending to dis- 
appear because of the withdrawal of labour to indus- 
try. According to several medium-term projections, 
it is expected that the number of persons engaged in 
agriculture will decline to 6 million, representing 11.7 
per cent of the total labour force (compared with 
the present proportion of 18 per cent), and that the 
number of farms will decrease to some 4 million. 


The chief problem in agriculture seems to be 
the lag in the adjustment of production to changes in 
dietary habits. This is leading to increases in the 
prices of meat, fruits, and vegetables. In response 
to persistent consumer demand for removal of im- 
port restrictions on agricultural products, the Govern- 
ment has decided to liberalize the import of 16 out 
of 58 items under the control of the Ministry of Agri- 
culture and Forestry which are still counted as 
residual import limitation items. It is further reported 
that the limitation on five other items, will be removed 
in the near future. 


Industrial production 


The production index of mining and manufactur- 
ing rose by 17.8 per cent in 1969/70, compared with 
the preceding year, and the index has increased by 
17-18 per cent successively for the last four years. 
The production of investment goods expanded by 21.2 
per cent in 1968/69 and 21.1 per cent in 1969/70, 
reflecting active investment demand, and it is expected 
to grow by 22.6 per cent in 1970/71, according to 
the JERC projection. The production of consumer 
durables increased by 30.4 per cent in 1968/69 and 
21.2 per cent in 1969/70. The most prominent in- 
creases were in passenger cars, colour television sets 
and luxury furniture, following the boom in residen- 
tial construction. Their production, however, is like- 
ly to slow down in 1970/71 as a result of a relaxation 
in demand. The distribution of certain consumer 
durables, such as cars, has actually fallen, and there 
has been some reduction in exports of home electric 
appliances to the United States because of import 
restrictions. 


The production of consumer non-durables has so 
far shown slower expansion. The increase in 1968/69, 
compared with the preceding year, was 7.0 per cent, 
while it was 9.4 per cent in 1969/70. In 1970/71, 
however, the rise appears to be some 13.3 per cent 
supported by a steady rise in demand, especially for 
foods and clothes. The production of producer goods 
recorded an increase of 15.2 per cent in 1968/69 and 
of 18.2 per cent in 1969/70, which more or less 


paralleled the increase in over-all manufacturing pro- 
duction. In 1970/71, the rate of increase may slow 
down to 11.3 per cent. 


Among individual industries, the steel industry 
entered into a new situation, characterized by excess 
supply and rapid inventory accumulation. This situa- 
tion appeared in the summer of 1970 and quickly 
resulted in falling steel prices. The experience of the 
textile industry was similar. The decline in total de- 
mand for manufactured goods manifested itself around 
the summer of 1970 when wholesale prices turned 
down after fourteen months of successive increases. 


Electricity generated in July 1970 was 15.5 per 
cent higher, compared with the same month of the 
preceding year. However, the location of electric- 
generation factories is posing problems on account of 
the threat of air pollution, and this is making the 
shortage of electric supply more serious in the face 
of growing demand. Electric companies may thus 
face some difficulties in realizing their investment 
plans. The oil-refining industry has enlarged its pro- 
ductive capacity to match the growing demand both 
for energy material and for inputs for petro-chemical 
manufacturing. Its production increased by 17.0 per 
cent in June 1970 over the same month of the previous 
year. Among other energy sources, gas is enjoying 
a steady growth of demand and the supply registered 
a 13.7 per cent increase in June 1970 over the cor- 
responding period of the previous year. Coal mining, 
however, continued to show a declining trend from 


1967 to 1969. 


The construction industry has been enjoying 
buoyant demand. Taking, for example, the number 
of orders accepted for construction, the index has 
in some months increased around 30 per cent over 
the corresponding period of the previous year, both 
for manufacturing and non-manufacturing industries. 
The floor area of consizuction starts, a good indicator 
of construction activities, increased 47.2 per cent in 
March and 25.3 per cent in April 1970 over the same 
months of the previous year. The uptrend in con- 
struction activities is likely to continue with the growth 
of housing demand and urban development schemes 


in 1970 and 1971. 


Services 


Statistics show that, as regards domestic trans- 
port, cargo transport grew much more rapidly for 
trucks (18.1 per cent) than for railways (2.1 per 
cent) in 1969/70. Reflecting the continuing growth 
of economic activity, commercial activity continued 
to be buoyant, and travel and communications con- 
tinued to grow, partly due to the 1970 World Exposi- 
tion held at Osaka from March to September 1970. 
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External trade and the balance of payments 


With growing surpluses in the balance of pay- 
ments and increasing labour shortages, the Govern- 
ment has adopted a policy of significant import 
liberalization. The cabinet council on trade has de- 
cided on the full liberalization of sixty items by the 
end of calendar year 1971. In addition, it decided. 
in April 1970, that the limit on the importation of 
non-liberalized items should bevraised to 2 per cent 
of domestic consumption. 


Exports 


It has been observed that the export elasticity of 
Japan with respect to world trade has generally been 
1.8-2.0. In 1968, world imports (except those of 
Japan and communist countries) increased by 11.5 
per cent and Japan’s exports grew by 24.2 per cent. 
This implies that the elasticity was around 2.1. In 
1969, the former grew by 13.0 per cent and Japan’s 
exports by 23.3 per cent, with the elasticity working 
out at 1.8. As the largest markets of Japan are the 
United States (some 30 per cent of total exports) and 
southeast Asia (slightly less than 30 per cent), es- 
timates of these two regions’ import demand are essen- 
tial for the forecast of Japan’s exports. Japan’s ex- 
ports to the United States increased by 21.3 per cent 
and to southeast Asia by 23.1 per cent in 1969. 
During the same year, the total imports of these re- 
gions grew 8.4 per cent and 10.0 per cent respective- 
ly. Thus, the elasticities of Japan’s exports with 
respect to these imports are calculated as 2.5 and 2.3 
respectively. Exports to western Europe increased by 
24.1 per cent in 1969. 


Total exports rose at an annual rate of 23.3 per 
cent in 1969. Assuming that the growth rate of world 
trade slows down to 12.8 per cent in 1970 because of 
the recession in the United States, it is estimated that 
Japan’s exports will expand by some 20 per cent. This 
forecast is consistent with the facts that Japan’s ex- 
ports to the United States will grow at a lower rate 
(17 per cent) due to the United States’ recession 
and import restrictions and that those to western 
Europe will increase by 42 per cent as a result of 
inflationary trends there. Exports to southeast Asia 
may increase by about 11 per cent, which is con- 
siderably lower than the 23 per cent growth rate for 
1969. Latest estimates indicate that total exports in 
1970 grew by 21.4 per cent over 1969, to a level 
of $19.04 billion. 


As for the commodity composition of exports, 
machinery exports increased by 25.4 per cent over 
the previous year and are expected to grow by 21.6 
per cent in 1970/71 and 20.7 per cent in 1971/72, 
reflecting the steady expansion in overseas demand. 
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The next important category of exports is metal and 
metal products (including iron and steel), the ex- 
ports of which moved up by 28 per cent in both 
1969/70 and 1970/71. The rate may slow down to 
22 per cent in 1971/72, but this would still be fairly 
high. Steel exports, in particular, recorded a high 
growth rate of 30.3 per cent in 1969/70 and are ex- 
pected to grow at the rate of 28 per cent in 1970/71 
and at somewhat less than 20 per cent in 1971/72. 


Imports 


In 1969/70, total imports on a customs clearance 
basis rose by 20.4 per cent, and it is expected that, 
in 1970/71, the rise will be about 25 per cent, the 
larger increase being attributable to planned increases 
in raw material inventories and import liberalization. 
On the basis of the latest available information, the 
import of metal ores is likely to increase by over 
one-third in 1970/71 and that of machinery by 31 
per cent. The JERC projections also envisage ap- 
preciable increases in the import of food-stuffs (20.7 
per cent), mineral fuels (31 per cent), chemical pro- 
ducts (28 per cent) and other manufactured goods 
(21 per cent). 


Summing up, imports of materials (raw and 
processed) increased much more rapidly in 1970/71 
than in 1969/70. In 1971/72, however, according to 
JERC forecasts, imports are likely to grow much more 
slowly (at about 16 per cent) in view of the dis- 
appearance of the temporary factors leading to the 
import upsurge in 1970/71. Imports during 1970 
grew by 15 per cent over 1969 to $15.01 billion so 
that Japan’s trade balance during this year amounted 
to $4.03 billion. 


Invisible trade 


Japan’s balance on invisible trade has shown 
deficits for transport, insurance, travel, and invest- 
ment profits accounts in recent years, the deficits 
growing from $1,487 million in 1969/70 to $1,933 
million (forecast) for 1970/71. Though the 1970 
World Exposition contributed in some measure to 
increased receipts, the balance of travel account has 
continued to show enlarged deficits, due principally 
to growing travel overseas by the Japanese people and 
the relaxations on the amount of foreign currencies 
which can be taken out by travellers. Increased 
payments for the transportation of imports and an in: 
creasing deficit on the investment profits account are 
other factors accounting for the increasing deficits on 
invisible transactions. 
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Capital account 


The following figures summarize the over-all 
picture of the balance of long-term capital flows. 
Though the current account for 1969/70 showed a 
big surplus, the steep rise in the deficit on long-term 
capital account partly neutralized this. The increased 
capital outflow reflects such international financial 
transactions as a loan to the World Bank, subscrip- 
tions to other international organizations and the pro- 
vision of rice to Pakistan and the Republic of Korea 
on a loan basis. 


(In million dollars) 
1968/69 1969/70 1970/71 
(forecast) 
Outflow 
(domestic assets) . 1,145 1,892 2,462 
Inflow (foreign capital) 1,065 1,250 1,093 
Net outflow ..... 80 642 1,369 


As for individual components, Japan’s direct 
overseas investment reached $230 million, while for- 
eigners’ investment in Japan amounted to $56 million, 
resulting in a deficit of $184 million. Government 
transactions recorded a substantial deficit, the net 
outflow increasing by some $300 million over the 
previous year. As the Government is expected to 
promote capital exportation through aid and inter- 
national economic and financial co-operation, an 
example of which is the undertaking of Italian claims 
to IMF, the balance on long-term capital account is 
likely to show larger deficits in the future. 


Taking into account other relatively smaller items 
also, the over-all balance of payments recorded a 
surplus of $1,989 million in 1969/70 and the surplus 
is expected to amount to $906 million in 1970/71. 
The decrease in the surplus reflects the expansion of 
imports and an increase in capital exports in 1970/71. 
Foreign exchange reserves increased by $655 million 
(including $122 million SDRs) to $3,868 million at 
the end of the fiscal year 1969/70. They are likely 
to exceed $4,000 million by the end of the fiscal year 
1970/71. 


Population and social development 
(a) Population, labour force and wage rate 


The population growth rate is estimated at 1.2 
per cent for each year from 1967 to 1969. The labour 
force increased by 1.9 per cent in 1967, 1.6 per cent 
in 1968, and 0.7 per cent in 1969. The recent decline 
in the rate of growth of the labour force is due to the 
rapid increase in the number of the students entering 
upper-grade schools. This trend will be strengthened 
in the future, making the changes in the labour supply 
over time negative for some younger age groups. As 


| 
a result, there has existed a strong excess demand for 
. 


H 


the younger labourers which has induced and _ac- 
celerated wage increase for this kind of labour ser- 
vices. 


Unemployment statistics, which are subject to a 
number of limitations, show that the unemployment 
rate has for a long time stayed at around 1 per cent 
and has not been sensitive to changes in employment 
conditions. The index of regular employees for all 
industries, (based on business establishments with 
more than 30 employees), increased by 3.3 per cent 
in 1969/70 but is expected to rise by only 2.7 per 
cent in 1970/71. Redistribution of employment out 
of agriculture seems to have become more difficult 
because it is the older-age people who remain in agri- 
culture. 


(b) Income distribution 


Owing to the rise in wages and the growth in 
employment, the relative share of the incomes of 
employees (compensation of employees/national 
income) is estimated to have risen from 54.2 per 
cent in 1968/69 to 54.8 per cent in 1969/70. It is 
a conspicuous feature of the present situation that the 
incomes of labour and capital are growing simul- 
taneously, while the relative shares of income of non- 
corporate firms and income from properties are 
falling. 


According to household budget surveys, the 
monthly averaging income per household of wage and 
salary earners in cities with more than 50,000 popu- 
lation was 90,132 yen in 1968 and 100,533 yen in 
1969. As the average number of persons per house- 
hold in the meantime decreased from 4.11 persons 
for 1965 to 3.86 persons for 1969, the rise in income 
per person has been larger. As for the disposal of 
income, expenditures for consumer durables and mis- 
cellaneous expenditure for services explain the largest 
part of the rise in consumer expenditures. Savings 
have also increased. An average household saved 
14,616 yen per month in 1965 (without netting out 
the withdrawal of deposits) and 26,193 yen in 1969. 


Table II-3-24 gives the percentage distribution of 
household numbers by income brackets for May 1969 
and May 1970. 


Table IJ-3-24. Japan: City worker households, 
by income brackets 
(in percentages ) 


Monthly income May 1969 May 1970 
Below 49,999 yen . . . «© « 16.0 11.4 
SOOO0 99 990F cee sa gees 63.6 56.9 
100,000 — 199,999. . ... . 19.3 2014 
Above 200000 a iar: see te a i 2.3 
Total ee net BAS eth S News 100.0 100.0 


Source: Monthly Statistics of Japan, August 1969, August 1970. 
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It will be seen that a number of households have 
moved to the upper-income brackets as a consequence 
of the rapid rise in wages. As regards farmers’ in- 
comes, the significant slowdown in growth since 1968 
reflects the fact that average producers’ rice prices 
have not risen as much as in the previous years. 
Since the average yearly income tf wage and salary 
earners in the big cities was 1,206,000 yen and that 
of farmers 1,063,000 yen in 1969, city workers enjoy 
some 20 per cent higher incomes relative to farmers. 


Monetary developments 


The Bank of Japan raised the rediscount rate 
from 5.84 per cent’ to 6.25 per cent in September 
1969 as one means to avoid overheating the economy. 
{t also raised reserve ratios on deposits and streng- 
thened the position guidance for large commercial 
banks. The position guidance, apparently guiding 
the banks not to increase their external borrowing 
beyond some limit, actually regulated the increase of 
lending to business corporations. The total money 
supply (currency plus demand deposits) had grown by 
19.7 per cent in the July-September quarter of 1969 
over the corresponding period of the previous year. 
Outstanding loans (including discounts) on the other 
hand, had increased by 16.2 per cent in the same 
quarter, compared with the corresponding quarter of 
the previous year. (All rates of changes hereafter in 
this section refer to comparison with the correspond- 
ing period of the previous year unless otherwise 
noted.) Even after the adoption of measures of 
monetary and credit restraint, the money supply con- 
tinued to expand rapidly until April-June 1970. 
Subsequently, a slight reduction has become apparent, 
although monetary expansion has remained quite high. 
The control by the Bank of Japan on commercial 
banks’ loans has not been so severe as might have 
been generally expected. The Bank has not tried to 
restrict credit too severely, as is shown by the fact 
that outstanding loans increased by 16.4 per cent in 
October-December 1969, 16.1 per cent in January- 
March 1970, and 16.3 per cent in April-June 1970. 


Market rates of interest recorded a rise towards 
the end of 1969 due both to the raising of the re- 
discount rate and substantial expansion in investment 
demand. The average rate of interest contracted for 
loans and discounts of all commercial banks rose from 
7.3 per cent per annum in July-September 1969 to 
7.6 per cent in the corresponding quarter of 1970. 
However, the impact of the rise in interest rates on 
the domestic economy has been moderated by the rise 
in prices which exceeded the rise in interest rates so 
that the “real rate of interest” (the money rate dis- 
counted by the annual increase in wholesale prices) 
actually fell from 4.7 per cent in July-September 1969 
to 4.34 per cent one year later. 


In line with the general slow down in economic 
activity towards the end of 1970 and with the whole- 
sale price index showing greater stability, the Bank 
of Japan lowered the rediscount rate at the end of 
October 1970. 


Public finance 


Government current expenditures, on the national 
account basis, increased by 16.7 per cent in 1969/70 
at current prices, while fixed-capital formation rose 
by 11.2 per cent. According to the JERC projection, 
the current expenditure and fixed-capital formation of 
the Government are expected to grow by 17.0 per 
cent and 17.2 per cent in 1970/71 and 1971/72 res- 
pectively whereas the GNP growth rate in each of 
these fiscal years is also expected to be around 17 
per cent. Tax revenues in 1971/72 are expected to 
grow by about 17-18 per cent. 


As for the distribution of government expendi- 
ture by functional categories, expenditure on social 
sectors in 1969/70 recorded a significant increase. 
Pension payments grew by 44.5 per cent over the 
previous year, although at 279 million yen the ab- 
solute size of this item remains small. Comparing 
the 1969/70 original budget estimates with the 1968/69 
settled accounts, social security expenditure increased 
by 14.5 per cent, education and science outlays by 
14.8 per cent, and transfer to local governments by 
14.3 per cent. Public construction works expanded 
at an annual rate of 15.5 per cent. 


Tax revenues increased rapidly owing to steady 
expansion of economic activity. The ratio of tax 
revenues to total government revenues rose from 77.0 
per cent in 1968/69 to 88.2 per cent in 1969/70 on 
the basis of the original budget estimates for that 
year. The proceeds from the individual income tax 
and the corporate income tax increased substantially. 
The former grew from 1,290 billion yen in 1967/68 
to 1,466 billion yen in 1968/69 and further to 2,006 
billion yen in 1969/70. A similar movement is seen 
in the corporate income tax, which increased by 168 
billion yen in 1967/68 and by 532 billion yen in 
1968/69 and amounted to 2,008 billion yen in 1969/ 
70. 


The rate of the corporate income tax was raised 
at the beginning of the 1970/71 fiscal year, partly 
for the sake of moderating investment demand. The 
over-all effect on tax revenues of this policy action 
is not so definite, however, because it is uncertain to 
what extent corporate activities will be affected by it. 
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Current outlook and major policy issues 


As has been noted, there was a mild slowdown 
in the growth of the Japanese economy towards the 
end of 1970, but it unlikely that this will be more 
than a short run phenomenon. Latest official estimates 
indicate a real rate of growth of GNP of 10.1 per 
cent in 1971/72 over 1970/71, compared with the 
JERC estimate of 12.7 per cent. The Government has 
acted swiftly to counteract deflationary tendencies by 
lowering its rediscount rate and this, together with 
the planned increase in government capital formation 
in 1971, will help the economy to regain its past 
momentum, 


At the present time, three major issues of fun- 
damental importance are facing Japan. These are 
price stability, social and environmental problems, 
and improving the efficiency of the economy through 
the promotion of the international division of labour. 


As regards price stability, consumer prices rose 
in 1970/71 by 7.3 per cent, compared with an 
annual rate of 6.0 per cent over the last ten years. 
The inflation is being prompted by a rate of increase 
of money wages in excess of the growth of labour 
productivity. The growth in money wages is, in turn, 
a result of excess demand for labour in industry, and 
so an important task for the Japanese economy is to 
bring about needed structural adjustment by reduc- 
ing the proportion of the labour force engaged in 
agriculture. 


As regards social and environmental problems, 
there has been a definite improvement in the social 
condition of the Japanese people over the last ten 
years as a consequence of rapid and sustained growth. 
There has been an increase in the coverage of the 
social security system run by the Government and 
in the establishment of health insurance schemes, both 
public and private. However, in the past, directly 
productive capital has risen much faster than social 
overhead capital; to change this trend, which is an 
important objective of government policy, will require 
determined action in the coming years. 


The latest policy issue to emerge relates to the 
ecological effects of industrial activities. Japan, 
which supports a large population and a highly in- 
dustrialized economy on a small land area, has ob- 
viously a much more serious pollution problem to 
contend with than other countries do. Discussions 
are going on concerning the trade-off between pollu- 
tion and economic growth. 


In the field of economic relations with both 
developed and developing countries, the mechanism 
whereby Japan can take an initiative in the promo- 
tion of freer trade is a topical subject of discussion. 
In this respect, Japan appears likely to play an in- 


creasing role in the next few years. As noted above, 
the gradual liberalization of imports has begun, and 
this process of import liberalization is to be used 
as a platform for export expansion in future years. 
By 1975, the Japanese Government aims to reach the 
aid target of 1 per cent of GNP. Furthermore, in 
1971, Japan will grant preferential tariffs in favour 
of the developing countries. As regards trade with 
ECAFE countries, it is estimated in the JERC medium- 
term projections that imports from ECAFE countries 
will increase at 17.0 per cent per annum for 1970-1975 
and their ratio to total Japanese imports will rise 
a little. 


Laos 
Introduction 


The economy of Laos continued to improve 
modestly in 1969. Agriculture, the mainstay of the 
economy, sustained its momentum well into the year, 
reaching a level of production that surpassed the 
previous year’s, despite some serious flood damage. 
There was also progress in the industrial sector 
although it was on a piecemeal basis reflecting, to 
some extent, the priority that development efforts have 
accorded to agriculture. The increase in agricultural 
production has made possible a further reduction in 
the import of foodstuffs, particularly rice, and it has, 
in addition, moderated the rise in the cost of living. 
These developments have taken place against a 
backdrop of prolonged political unrest and military 
conflict which, in addition to pre-empting at least 
one-fifth of the active male population for the armed 
forces, has resulted in an influx of refugees from the 
rural areas, amounting to 700,000 people in 1969. 


In the field of public finance, the economy also 
revealed a slight improvement from fiscal year 
1968/69, with the budget deficit reduced in both 
absolute and relative terms. Government revenue, 
however, continued to be less than 50 per cent of 
expenditure. As regards international trade, whereas 
the rate of growth of export earnings exceeded that 
of imports from 1965 to 1968, exports suffered a net 
decline in 1969, while the value of imports continued 
to rise. Consequently there was an 8 per cent in- 
crease in the already large trade deficit. Despite 
these and other difficulties, the first year of the current 
five-year plan (1969-1974) appeared to have ended 
on a rather encouraging note with most projects 
proceeding as scheduled. 


Agriculture’ 


Although only 3.0 per cent of the total area of 
23,680,000 ha is under cultivation, agriculture remains 


1 The ratio of total area to total population in Laos is over four 
times the average for the three other Mekong countries while the area 
of arable land per head of the population active in agriculture is twice 
as high as the average in those countries. 
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the leading sector of the Laotian economy. As much 
as 85 per cent of the country’s population live in rural 
areas, and agriculture employs about 80 per cent of 
the labour force. Because of the potential for further 
expansion (of the total area of 1.9 million ha suitable 
for agriculture, only 713,000 ha or 38 per cent have 
so far been cultivated), much develoment effort has 
been devoted to increising production in the agricul- 
tural sector. Because of the relative scarcity of 
labour, these efforts have béen directed mainly 
towards the greater mechanization of farming and 
the adoption of more efficient farming techniques. 
With respect to mechanization, emphasis is placed on 
investments in simple agricultural tools and buffalo- 
drawn machines, since the farms are generally small 
and fragmented. In addition to credit facilities 
provided by the Agricultural Development Organiza- 
tion (ADO), the Government is attempting to promote 
co-operatives among farmers to enable the financing 
of those investments which they cannot afford to 
undertake individually. To improve efficiency, several 
experimental stations have been established under the 
guidance of foreign technical expertise, and these are 
exploring the possibilities of triple-cropping and of 
commercializing the cultivation of peanuts, mustard, 
wheat, maize, and a variety of vegetables. 


Complementing these schemes, a number of 
irrigation works are in progress, ranging from pumps 
and small dams to the large-scale multipurpose Nam 
Ngum project which is expected to irrigate an area 
of 114,000 ha. Steps have been taken to improve 
transport conditions, particularly by increasing the 
number of feeder roads into villages, and other 
measures are being taken to enhance marketing. 


Food crops 


The degree of success of the afore-mentioned 
efforts is illustrated by the behaviour of rice pro- 
duction, rice being by far the most important 
agricultural commodity. Following the introduction 
of double-cropping in 1966, it was applied to a 
steadily expanding area at an average rate of 717 
ha per annum and reached 2,500 ha in 1969. At 
the same time, milled-rice production experienced 
steady growth to 537,000 tons in 1969, representing 
an increase of 4.5 per cent over 1968, which, in 
turn, showed a 10.3 per cent rise over 1967.” 


In 1967, the Directorate of Agriculture initiated 
a programme designed not only to make the country 
self-sufficient in rice but also to create an exportable 
surplus of 200,000 tons by the mid-1970s. This 
called for a rapid expansion of the acreage under 


? As opposed to previous practice, rice statistics are now officially 
issued in terms of milled rice and not paddy. For the sake of con- 
venience, the calendar year is here used to indicate the harvest year. 
The year 1967, for instance, represents the harvest year 1967/68. 
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double-cropping to 50,000 ha and accelerated use by 
farmers of improved seeds, fertilizers, insecticides and 
tractors. While it is premature to attempt a detailed 
evaluation of this programme, it appears that progress 
has been made, though actual performance has not 
fully measured up to expectations. It may thus be 
possible for Laos to end its traditional dependence 
on rice imports within the next two or three years. 
Rice imports in 1969 fell to 30,000 tons (10,000 less 
than predicted), and imports now account for only 
5 per cent of total consumption, whereas previously 
they were 10 per cent. Should the rates of increase 
of output of the past few years continue, total home 
demand for rice will likely be met by domestic 
production by 1972, and the completion of the Nam 
Ngum project should vastly enhance the prospect of 
an exportable surplus. 


The production of other crops, which consist 
mainly of vegetables, also increased substantially 
during the 1966-1969 period. The production of 
vegetables rose by 13 per cent from 1967 to 19,200 
tons in 1969, and cabbages and carrots were produced 
in sufficient amounts to satisfy local demand and allow 
for a small amount to be exported to Thailand. The 
improvement was largely a result of ADO activities, 
particularly free distribution of seeds and subsidized 
provision of irrigation pumps, and it reflects greater 
productivity rather than enlargement of the cultivated 
area, yields per ha having risen by 8.5 per cent from 
1967 to 1969. 


Non-food crops 


While food-crops, particularly rice, have done 
well, the production of non-food crops remained 
virtually stagnant. After an increase of 85 per cent 
between 1963 and 1967, the production of coffee has 
levelled off at around 3,500 tons per year for the 
last three years. With respect to tobacco, also, there 
has been little growth, with the level of production 
fluctuating around 4,000 tons annually. Only in the 
production of cotton has an upward movement been 
discernible, with production reaching 2,500 tons in 
1969, an increase of 14 per cent over 1968, which, 
in turn, showed a rise of 39 per cent over 1967. 
This is explained, in part, by the relative security 
that the cotton fields have enjoyed. 


Livestock and fisheries 


There was a substantial gain in cattle in 1969, 
the number being nearly double that for 1968. This 
increase was in terms of slaughtered heads, however, 
and, as live cattle were also imported from Thailand 
to be slaughtered in Laos, it is not known how much 
was due to local increase. At the same time, the 
production of water buffaloes and hogs declined by 
26 and 5 per cent respectively. 
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Of considerable significance is the fact that the 
urban centres in the north of the country have to 
rely on imports to satisfy part of their meat con- 
sumption, while surpluses of livestock are generally 
available in the south. This, in turn, reflects the 
inadequacies and deficiencies in existing transport 
conditions. The absence of a railway and operative 
truck routes renders internal transport of livestock 
from surplus to deficit areas almost impossible. 
Larger-scale navigation along the Mekong River is 
under study, its feasibility is contingent upon the 
overall development of the long-term Mekong project. 
The boats which now operate are too limited in 
number and size to handle live animals, nor do they 
have the refrigeration equipment for handling meat. 
Importation of livestock to feed the people in the 
north of the country has therefore been necessary, 
and some of the imports are essentially re-imports, 
i.e. surpluses of livestock and other foodstuffs in the 
southern provinces are frequently carried across the 
Mekong into Thailand, to find their way northwards, 
and re-enter Laos as imports. 


A massive improvement in internal transport 
conditions is necessary, but this is a long-run solution. 
In the short run, one solution is to try to raise the 
level of livestock production in deficit areas, and the 
main aim of a number of experimental farms which 
have been established in the Vientiane area is to 
reduce animal diseases and improve breeding. The 
effects of these efforts have yet to be felt, however. 


A major part of the Laotian diet consists of 
fish, and the development of fish production would 
considerably increase the rate of protein intake. 
Since the country is landlocked, fishing is limited 
to the Mekong and its tributaries, and, because of 
the lack of modern equipment, it has so far been 
conducted on an antiquated basis. However, an 
important development in recent years has been the 
promotion of pisciculture on a self-help basis. Since 
their rehabilitation in 1966, the three major hatcheries, 
located in Luang Prabang, Vientiane and Pakse, have 
steadily increased their output of fingerlings. In 1969, 
they sold one million fingerlings to rearing ponds run 
by individuals, families, villages and other groups, 
and, although this was only 40 per cent of the target 
sale of 2.5 million fingerlings per year, it represented 
ten times the 1968 level. 


Forestry 


Following a season of premature monsoons which 
caused a drastic drop in production of 42 per cent 
in 1968, the production of timber recovered rapidly 
in 1969, reaching 117,000 m*. At the same time, 
however, the value of timber exports declined from 
Kp 384.3 to Kp 376.5 million. Since forestry is one 
of the areas most affected by the military situation, 


development efforts in this domain have been minimal, 
consisting of a forest inventory aimed at making 
possible a more rational exploitation of forest re- 
sources. This project was begun in 1968 and is still 
in progress. 


Industry 
Manufacturing 


The industrial sector in Laos is at a low stage 
of development. A scarcity of financial resources, 
combined with the growing need for food, left the 
Government little choice but to opt for a heavy 
concentration of effort on agricultural development. 
Consequently, manufacturing has not expanded much 
since 1965, either in terms of the scale of operations 
or of the number of factories within any particular 
industry. 


Not only has there been little increase in capacity, 
but production in most enterprises runs at about 
two-thirds of capacity on the average. This is ex- 
plained by generally low levels of purchasing power 
in the urban centres and by the largely non-monetized 
character of the rest of the economy. On the other 
hand, where demand stimulus has been relatively 
strong, expansion has occurred. Thus, export earn- 
ings from timber and lumber increased almost twenty 
times from 1965 to 1969 and the number of saw mills 
rose from thirty-two to eighty-four, with an output 
of 91,000 m? in 1968. 


The public sector is attempting to establish some 
basic industries, especially cement. The current five- 
year plan lists as one of its major projects the 
establishment of a cement plant with a capacity of 
50,000 tons per annum which is aimed to satisfy 
local demand and spare the country an annual 
expenditure of about Kp 400 million in foreign 
exchange. With feasibility studies completed and 
financing coming mainly from foreign loans, it is 
anticipated that construction of the plant will soon 
be under way. 

Mining 

Since the early 1960s, tin has been, by an 
overwhelming margin, the leading export commodity. 
Within a period of five years, from 1964 to 1968, 
its export earnings rose from Kp 166 million to 
Kp 806 million in foreign exchange, roughly a 
fivefold increase, and production has been more than 
one and a half times that of 1964 every year since 
the introduction of an additional mine at Nong Sun 
in Khammouane province in 1966. Despite a drop 
in export earnings from tin due to a reduction of 
the tin content in the ore in 1968, production in 


1969 regained and surpassed the 1967 level, with 
an output of 1,262 tons of 50-60 per cent concentrate. 
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In addition to tin mines, there are several salt 
mines in the Vientiane area, but production is not 
sufficient to supply local consumption needs and salt 
has to be imported from Thailand. The introduction 
of mechanical evaporation should substantially im- 
prove production and eliminate the need for salt 
imports. 

% 

Preliminary surveys indicate the presence of 
other minerals, including iron ores, copper, anthracite, 
lignite and petroleum, but further exploration is 
needed. 


Infrastructure 
Power 


Generation of electricity is mostly by state owned 
and operated plants. In the 1960s, production rose 
steadily from 8 million kWh in 1961 to 28 million 
kWh in 1968. The only domestic sources of thermal 
energy were firewood and charcoal, however, and 
petroleum products had to be imported as supple- 
mentary fuel. Further expansion was constrained by 
the very limited supply of firewood and charcoal and 
the high costs of imported petroleum inputs. The 
increase in output that did occur was outstripped by 
growing private use alone, and many industries had 
to resort to private generators. Resort also was made 
to borrowed power. In 1969, for example, out of 
a total of 37.6 million kWh used,? 16.9 million kWh 
came from Thailand: a loan to be repaid after the 
coming into operation of the hydro-electric plant at 
Nam Ngum. 


On the other hand, because of the abundance of 
water resources and the progress that is being made 
in tappin« them, the prospects of power supplies for 
both domestic use and development needs in the 
future appear highly promising. As the Nam Ngum 
dam approaches completion, it is envisaged that a 
total capacity of 135,000 kW will be installed at 
once rather than being spaced out in two phases as 
originally planned. This would mean a very great 
increase in power supply compared with the existing 
total capacity of roughly 10,000 kW. Together with 
the construction of this hydro-electric plant, a system 
of distribution is being designed to cover a large 
part of the rural areas surrounding Vientiane. 


The increased power will not only satisfy 
domestic and industrial needs in the urban centres 
but also serve to support, facilitate, and expedite all 
the projects carried out under the programme of 
integrated agricultural development for the Vientiane 
plain. Meanwhile, the Selabam dam, with an installed 
capacity of 2,550 kW, has been constructed and put 


3 This is exclusive of privately generated electricity. The output 
figure for 1968 was revised from 26.2 million to 28 million kWh. 
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into service. The construction of another dam on 
the Nam Dong tributary will be completed by 1971, 
with an installed capacity of 1,200 kW for the 
electrification of the city of Luang Prabang. 


Transport 


Despite considerable attention, transport problems 
remain probably the most serious in the economy. 
They not only isolate the country from the outside 
world, but, within the country, south from north, 
rural from urban areas, and surplus from deficit 
regions. Basically unfavourable geographical condi- 
tions, the disruptive military situation, a grave lack 
of equipment, and the poorly developed state of 
roads, waterways, and airways, render communication 
and commerce very difficult. The one major artery, 
Highway 13, linking the north and south to Vientiane, _ 
would, even under the most peaceful circumstances, 
be serviceable for only a part of the year because 
of the monsoon rains. In 1965, the southern stretch 
from Vientiane to Pakse was rebuilt for all-weather 
use and the northern portion from Vientiane to Luang 
Prabang was restored. By 1969, however, extensive 
damage caused by hostilities made the use of this 
route extremely perilous and virtually impossible. 
Nor are prospects bright for implementing the plan 
to integrate this route into the Asian Highway net- 
work by extending it to the Burmese border. 


Similarly adverse conditions exist in the case of 
water transportation. The Mekong River is the main 
waterway providing a traditional means of com- 
munication between the north and the south. Its 
fluctuating level and difficult rapids and falls, however, 
make navigation practicable only on a number of 
reaches at certain times of the year. 


For the present, air transportation for both 
passengers and freight has assumed relatively greater 
importance as the mode of transport. Between 1965 
and 1969, the number of air passengers increased 
by 64 per cent, while the tonnage of air freight 
doubled, and this despite a manifold increase in the 
charges. Because of high costs, inadequate facilities, 
and outmoded technical equipment, however, the use 
of air transport to move freight on a large scale is 
extremely limited. 


Health and manpower training 


Of a total population estimated at 2.893 million 
people, less than 40 per cent are classified as economic- 
ally active and 8 per cent as active in non-agricultural 
fields. Limited in terms of quantity as well as of 
skill, the country’s labour force has its working 
capacity further reduced by widespread malnutrition 
and endemic diseases. To cope with the country’s 
medical problems, the total number of medical per- 
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sonnel, including doctors, dentists, pharmacists, me- 
dical assistants and nurses, was less than 100 in 1969 
and there is only one health centre and one bed for 
every 11,000 and 2,500 persons respectively. 


Only about 8 per cent of the total planned 
investment in the five-year plan is allocated to the 
social sector. Half of this amount is to be devoted 
to the construction of a maternal and child health 
centre in Vientiane, a 200-bed hospital in Luang 
Prabang, two centres for malaria and tuberculosis, 
and a pharmaceutical laboratory, and these program- 


“mes will have to rely in large measures on United 


re 


States aid. The shortage of qualified personnel to 
staff these institutions, however, poses a far more 
serious problem than their construction. A school 
for orderlies and nurses has recently been set up, 
but facilities do not exist for the training of higher 
medical personnel, while the number of doctors 
returning from abroad each year is extremely small. 


The number of those who enter secondary schools 
is still a very small fraction of primary school 
enrolments. In 1966, the number of students regis- 
tered in secondary schools was less than 2.5 per cent 
of those in primary schools, although the figure rose 
to 3 per cent in 1969. The fraction of those who 
manage to go on to universities is minute. The 
total number of enrolled students is only 7.5 per cent 
of the total population, or about 17 per cent of the 
school-age group. This poorly developed base is 
further plagued by the shortage of funds to support 
an increase in institutions, equipment, facilities and 
teaching staff. Specific steps which have been taken 
to improve the situation consist of an allocation of 
10 per cent of the budget to the general field of 
education and a five-year plan to provide 600 teachers 
at the secondary level by 1975.. A major consequence 
of these shortcomings in the field of education has 
been the absence of the competent clerical and 
administrative staff who are badly needed to ease 
the workload on the leadership. 


There is a sizable pool of unskilled labour to 
be trained, including farmers who are prepared to 
work in the cities given job opportunities and those 
who do not enter or who drop out of secondary 
schools. As a start toward solving this problem, three 
technical schools for training operatives, foremen, and 
managers were set up in 1966. The courses offered 
range from mechanical and general engineering to 
electricity and metal work and represent a major 
change from the heavy emphasis which the regular 
schools traditionally place on academic subjects. 


Government finance 


From 1965/66 to 1967/68,4 total government 
expenditure increased at an average rate of 5.4 per 


* The fiscal year begins on 1 July. 


cent per annum, while revenue grew at a rate of 
24.6 per cent per annum. Consequently, the budget 
deficit was reduced from Kp 9.7 billion in 1965/66 
to Kp 8.7 billion in 1967/68 and the proportion of 
expenditure covered by revenue increased from 33 
per cent to 46 per cent. The 1968/69 budget set 
expenditure at Kp 15.964 billion (a decrease of 0.1 
per cent) and revenue at Kp 7.4 billion (an increase 
of 2 per cent), which would have reduced the deficit 
further by Kp 0.17 billion. 


Fiscal performance in 1968/69 failed to come 
up to expectations, however. Actual revenue fell 
below the previous year’s level to Kp 7.1 billion 
whereas expenditures went up by almost Kp 0.92 
billion to Kp 16.9 billion causing a deficit of Kp 9.8 
billion, the largest ever recorded (see table I1-3-25). 
The rise in expenditure was explained by substantial 
increases in military and related payments, including 
veterans’ benefits, compensation for dependents of 
personnel! killed in action, and rehabilitation of re- 
fugees. On the revenue side, the yield from non-gold 
import duties and other indirect taxes was greater 
than estimated, but this was not sufficient to offset 
a drop in revenue derived from duties on gold imports, 
a revenue source which accounted for as much as 
57 per cent of total import duty revenue in 1966/67. 
In 1968/69, total gold imports amounted to 26,900 kg, 
a drop of almost 50 per cent from the previous year’s 
volume, despite the lowering of the duty rate from 
8.5 per cent to 7.5 per cent since January 1969. 
This drastic decrease was attributed to narrowing 
profit margins of gold dealers due, in turn, to an 
increased buying price accompanied by a reduced 
selling price in the Republic of Viet-Nam. Finally, 
direct tax receipts did not measure up to estimates, 
as the National Assembly did not approve most of 
the Government’s fiscal proposals aimed at increasing 
revenue. 


Provisional estimates for the 1969/70 budget 
again reflect an attempt to reduce the deficit which 
is set at Kp 8.8 billion, almost Kp 1 billion less 
than the previous year’s. Government revenue was 
estimated to increase by 20 per cent to Kp 8.5 billion 
while a slight increase, 2.6 per cent, to Kp 17.3 
billion, was envisaged for expenditure. Indirect taxes 
remained the major source of revenue and were 
expected to yield Kp 6.63 billion or 78 per cent of 
total estimated revenue. Of the indirect taxes, the 
share of non-gold customs duties was the largest 
(about 63 per cent) while the proportion of gold- 
import duties declined to 18 per cent. Attainment 
of the revenue target is subject to the approval by 
the National Assembly of a set of fiscal measures 
and will depend on their effective enforcement. The 
new measures include the introduction of new taxes, 
increased rates of existing taxes, and improvements 


240 


Table II-3-25. Laos: 
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Government receipts and expenditure, 1965/66-1969/70 


(in million kips) 


1965/66 1966/67 1967/68 1968/69 1968/69 1969/70 
Item Actual Actual Actual Estimates Actual Estimates 

A. Receipts . 4,721 6,391 7,278 743) 7,104 8,544 
~ Indirect taxes . - ae 4,076 5,644 6,242 6,034 5,917 6,630 
Duties on gold imports . (1,345) (2,722) (2,382) (1,932) (1,164) (1,200) 
Duties on non-gold imports (2,012) (2,063) (2,867) (3,217) (3,812) (4,170) 
Registration fees . (90) (124) (159) (180) (184) (200) 

Other indirect taxes . (629) (755) (834) (705) (757) (1,060) 

Direct taxes a: 364 454 573 700 597 990 

Fees from public services 236 228 415 537 450 724 

Other receipts 45 45 48 160 140 200 

B. Expenditure 14,390 15,310 15,984 15,964 16,902 17,344 
Military 8,393 8,345 8,260 8,219 8,253 8,469 

Police . L7s 1,185 1,164 1,117 1,160 1,215 
Civilian 4,824 5,780 6,560 6,628 7,489 7,660 

C. Deficit 9,669 8,191 8,706 8,533 9,798 8,800 

Source: Ministére du Plan, Rapport sur la situation économique et financiére, 1969-70. 


in methods of collection which are expected to 
increase receipts from all sources except gold by 15 
per cent. 


The composition of expenditure in 1968/69 
remained basically unchanged from the year before. 
Nearly half of the budget was allocated to the 
military; and about 44 per cent was for civilian 
expenses, the bulk for public administration. Of the 
civilian share, only Kp 801 million (4.6 per cent of 
the budget) was available for development purposes. 
Kp 416 million was for investments in the first year 
of the five-year plan for 1969-1974 (Kp 36 million 
for large-scale projects and Kp 380 million for other 
projects). 


Foreign trade 
Balance of trade 


During 1969, there was poor performance in 
the export sector in the face of steadily rising imports. 
The value of imports for the first three quarters 
alone climbed to Kp 13.38 billion, while that of 
exports for the year dropped below the 1967 level 
to Kp 1.03 billion, widening the relative magnitude 
of the deficit to 92.3 per cent (see table II-3-26). 


Tin, timber, and coffee remained the principal 
exports, in that order, their shares in total export 
earnings being 53.7 per cent, 36.4 per cent and 
7.3 per cent respectively. The performance of these 
leading items in 1969 was poor in contrast ta 1968 
when their export earnings rose by 26 per cent over 
the previous year. Following the introduction of a 
second mine in 1966, the value of tin exports more 


than doubled, reaching Kp 497.6 million in 1967. 
After an increase of 62 per cent to Kp 806.1 million 
in 1968, they dropped to Kp 555.1 million in 1969. 
Timber earned Kp 376.5 million worth of foreign 
exchange in 1969, a 2 per cent drop from 1968. 
Coffee exports were valued at Kp 75.8 million in 
1969, following a drastic drop from Kp 160.4 million 
in 1967 to Kp 60.2 million in 1968 (see tables II-3-27 
and IJ-3-28) .® 


Table II-3-26. Laos: Balance of trade 


(in thousand kips) 


Deficit as 
Year Imports Exports eee! 
1965 7,893,227 240,169 7,653,058 97.0 
1966 10,017,159 357,724 9,659,435 96.4 
1967 11,796,359 1,064,790 10,731,569 91.0 
1968* 12,878,558 1,448,096 11,430,462 88.8 
1969” 13,384,000 1,032,853 12,351,147 92.3 
Source: Ministére du Plan, Rapport sur la situation économique 


et financiére, 1969-70. 
*® Revised figures. 


> The value of imports is for only the first three quarters 
of the year and the deficit should be viewed with refer- 
ence to this. 


5 All the figures given are based on customs data which do no 
include unofficial exports and re-exports. Malaysia, Singapore, an 
Thailand remained Laos’ major customers, importing together 91 pe 
cent of its exports. Japan, Thailand, the United States and France ar 
the major suppliers. 
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Table II-3-27. Laos: 


(in thousand kips) 


Commodity composition of exports, 1965-1969 


1969 
Item 1965 1966 1967 1968 Value Percentage 

Tin 147,266 222,411 497,641 806,080 555,095 53d 
Timber 19,122 38,138 332,362 384,316 376,461 36.5 
Coffee 11,107 53,708 160,415 60,187 75,821 ve) 
Benzoin 26,845 16,941 24,408 3,820 215 _ 
Cardamom 1,200 15,351 10,877 51,049 4,800 0.5 
Hides . 1,032 _ 3,683 5,463 8,276 0.8 
Sticklac 225 — 150 342 = — 
Other . 33,395 175 34,886 136,839 12,185 1.2 

Total . 240,162 357,724 1,064,422 1,448,096 1,032,853 100.0 
Source: Ministére du Plan, Rapport sur la situation économique et financiére, 1969-70. 

Table I]-3-28. Laos: Commodity composition of imports, 1965-1969 

(in million kips) 
1969 
January- 
Item 1965 1966 1967 1968 September Percentage 

Liga =” Se Baas ee 930 2,435 2,545 2,066 1,895 14.2 
Other food-stuffs . 1,616 838 1,458 2,245 2,149 16.1 
Petrol products 1,081 1,376 2,371 1,118 1,903 14.2 
moxtilest Meek yo by sd ys oY +s 727 516 403 595 817 6.1 
RACHEL Y Es ste es, hu aie ie 704 833 801 1,355 1,165 8.7 
MSeTCALS Mae KE es ist Vet 412 416 406 774 740 D0 
Metal products . . . . . 434 410 472 634 911 6.8 
VIGO 0 ne eS 800 1,314 1,542 1,763 1,442 10.8 
Paper and paper products . . 268 258 315 267 603 4.5 
(OCH Aan a Ces 921 1,641 1,483 2,062 1,759 13.1 

Total . 7,893 10,037 11,796 12,879 13,384 100.0 


Source: 


Laos’ poor trade performance has its roots in 
certain structural weaknesses of the economy. In 
the first place, the predominance of subsistence agri- 
culture makes it necessary to import food to feed 
the urban centres, and whatever marketable surpluses 
there are cannot find outlets because of deficient 
transport and marketing conditions. Moreover, in- 
creasing grain supplies are required to meet the 
growing needs of military personnel and refugees. 
Second, export expansion and diversification are 
seriously constrained by the country’s landlocked 
status. The transit of goods through other countries 
for access to the sea tends to render Laos’ exports 
less competitive because of a wide margin of extra 
costs. The shortest route to the sea is across Viet- 
Nam and the longest is through the Khmer Republic. 
For the present, however, security factors rule out 


Ministére du Plan, Rapport stir la situation économique et financiére, 1969-70. 


the use of both these routes, leaving Thailand as 
the only available route. Laos’ transit problems are 
thus intensified by the present lack of choice among 
a number of competing transit countries from which 
greater competitive pricing as regards freight and 
other charges might be derived. 


The monetary situation and prices 


Before 1964, the trade deficit was financed mainly 
by foreign aid in the form of direct cash grants 
under which kips were created in direct relation to 
the amount of foreign exchange received. This 
practice, combined with the Government’s borrowing 
from the National Bank to finance its budgetary 
deficits, led to serious inflationary pressures and a 
rapid decline in the external value of the kip during 
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the late 1950s and early 1960s. Between 1959 and 
1964, while the domestic price level increased by 
more than four and a half times, the exchange rate 
depreciated from Kp 35 to between Kp 300 and Kp 
600 on the United States dollar. This deteriorating 
situation prompted a series of monetary reforms, the 
central feature of .which was the institution of a 
dual exchange-rate system with a built-in stabilizing 
mechanism. With contributions from a consortium 
of countries, including the United States, the United 
Kingdom, France, Australia and Japan, the Foreign 
Exchange Operations Fund (FEOF) was established 
for the purpose of stabilizing the market rate at 
Kp 500 to the dollar. This rate applies to all 
transactions except those which come under the 
commodity import programmes of the United States, 
the United Kingdom and Australia which cover such 
essential items as rice. flour, chemicals, textiles, 
agricultural machinery, utility vehicles and petroleum 
products.° Transactions concerning these commodi- 
ties are governed by the official rate of exchange set 
at Kp 240 per dollar. 


In contrast to the former practice of increasing 
the money supply proportionally to the amount of 
aid grants received, the Government now absorbs kips 
in the form of proceeds generated by the sales of 
foreign exchange through the FEOF and Commodity 
Import Programme (CIP). These proceeds are in 
turn used to retire government debt to the National 
Bank and are estimated to offset about 80 per cent 
of the expansionary effects of government borrowing 


® Gasoline products have recently been removed from the list. 


Table II-3-29. Laos: 
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from the banking system.‘ Since government bor- 
rowing from the National Bank was by far the 
principal expansionary force, the net effect of this 
arrangement was to dampen the inflationary process. 
Following the implementation of these reforms, the 
free market exchange rate has been stabilized around 
Kp 505 per dollar and the rate of increase of the 
domestic price level fell steadily from 15 per cent 
in 1965 to 5 per cent in 1968. 


Prices in 1969 increased by only 3 per cent 
from 1968* (see table II-3-29). Indices show that. 
on the average. the prices of food (which commands 
over 50 per cent of the average consumer budget) 
rose less than those of any other items, increasing 
by 1.8 per cent, compared with 5.6 per cent for 
housing, 3.8 per cent for clothing, and 10.7 per cent 
for domestic services. Comparing the situation be- 
tween December 1969 and December 1968, the rates 
of price increase were even lower, except in the case 
of housing. Food prices actually decreased by 0.9 
per cent. The decrease was attributed to improved 
agricultural production, notably of rice, meat and 
vegetables, and to better marketing organization. In 
1969, the price of pork fell from Kp 700/kg to 
Kp 600/kg; the price of glutinous rice, the staple 
item of the Laotian diet, decreased by 16 per cent: 
and the general index showed an over-all increase 
of only 2.3 per cent. 


7 FEOF kip proceeds which were used to write off government debt 
to the National Bank amounted to Kp 3,010 million in 1965, Kp 4,376 
million in 1966, Kp 8,559 million in 1967 and Kp 4,052 million in 
1968. 


® Based on the consumer price index for Vientiane. 


Consumer price index (CPI) for a 


Laotian family in Vientiane 


(1964=100) 
Dec. Dec. Percentage 
Tien 1965 1966 1967 1968 1969 1968 1969 change 

HOOT A tT Mee bata ne et ve mn kt 107.8 127.3 135.0 142.8 145.4 144.9 143.6 —0.9 
Housing 115.4 119.1 121.8 12377, 130.6 123.9 131.4 6.0 
Bomestie services: GB.) 1 Rs wee 1111 119.8 147.5 156.4 173.2 157.7 173.2 9.8 
Clothing se one nt ee eee ers 117.9 125.3 130.0 135.4 140.5 137.1 140.5 7p, 
Othersios aah We eral teen 135.7 147.4 175.5 187.0 191.8 189.9 200.6 5.6 
General indexi.6 mais ei ce hee iM Nee 128.3 138.6 145.5 150.1 147.3 150.7 2.0 
Percentage change from year to year . 13 14 8 5 3 


Source: Ministére du Plan, Statistiques essentielles, $969. 


Note: 


The annual index is calculated by taking an average increase in the CPI over the year. 
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Economic planning 


A five-year plan, the “framework plan”, has been 
formulated for 1969-1974. Given the uncertainties 
engendered by the drawn-out, hostilities and by 
paucity and deficiencies of statistical data, the plan 
is designed to be “more than indicative but less than 
imperative’, with considerable allowance for flexibili- 
ty. It represents a broad attempt to eliminate or 
minimize such “structural disequilibria” as the pre- 
ponderance of subsistence agriculture, the under- 


_ developed state of the manufacturing sector, and the 


continuing budget and trade deficits. 


Plan investment has been allocated into two 
broad categories: the “basic” sector incorporating 
twelve major projects, and the “general” sector con- 
sisting of seventy-nine small projects.® Of the 
planned investment of Kp 10.8 billion allocated to 
the general sector, about 44 per cent is to be devoted 
to increasing production in farming, animal rearing 
and forestry. The major projects in the basic sector, 
on the other hand, command about 82 per cent of 
total planned investment of Kp 59.08 billion. The 
plan envisages an increase in power output to the 
level of 150,250 MWh by 1974, 80 per cent of which 
is to come from the hydro-electric plants at Nam 
Ngum, Nam Dong and Selabam. 


Information is too vague and fragmented to 
permit a satisfactory appraisal of progress. How- 
ever, some indications are available. As regards the 
general sector, some progress has been made in the 
development of the Vientiane plain, which is of 
highest priority in the plan. The construction of 
dams has already enabled an extension, by over 1,200 
ha, of the area that can be irrigated, and studies for 
the Tha Ngone project, aimed at irrigating a further 
800 ha, have been undertaken. A station for the 
housing, repairing, and servicing of agricultural 
equipment has been completed, and experimental 
farms and research stations were established for the 
improvement of poultry and pig-raising. An agricul- 
tural school was due to open at the end of 1970. 


Most of the major projects in the basic sector 
appear to be proceeding according to schedule. 
Selabam dam has been completed and indications are 
that the Nam Ngum and Nam Dong dams will be 
finished by the end of 1971. Another notable accom- 
plishment was the extension of the runway at 
Vientiane airport, from 2,000 to 3,000 m. allowing, 
for the first time, the accommodation of aircraft of 
major international airlines. It is expected that the 
volume of traffic and, with it, the tourist trade will 
increase substantially once the other technical facilities 
of the airport have been modernized. 


® For greater detail, see Commissariat Général du Plan et de la Co- 
4 opération, Plan cadre de development économique et social, 1969-74. 


As for the other major projects, particularly the 
proposed cement plant, the mother and child health 
centre in Vientiane, the bridge across the Mekong 
and urban water treatment and distribution, progress 
cannot be gauged so far in quite the same concrete 
terms. It can only be noted here that, having passed 
the study phase, the projects are now ready to enter 
the construction phase. 


Malaysia 


Introduction 


Thanks to strong demand for rubber and tin, 
1969 was a boom year. Despite internal disturbances 
in May and a level of investment lower than expected, 
the rate of growth of GNP at current prices was 9.2 
per cent. This was the highest annual rate of growth 
so far in the first Malaysia plan (1966-1970). 


Conditions in export markets were not expected 
to be as favourable in 1970 as in 1969, however, 
and the Government planned to stimulate the 
economy by increasing the level of development 
spending. The Government expected that this com- 
pensatory fiscal policy, together with an anticipated 
increase in consumer spending in response to high 
incomes in 1969, would induce a higher level of 
investment spending without, however, generating 
serious pressure on prices or the balance of payments. 
Other goals of the Government for the year were 
the continuing ones of reducing unemployment and 
income disparities, diversification of exports, and 
increased import substitution. 


Performance of the economy in 19691 


The year 1969 was a boom year, to a large 
extent because of favourable prices for most primary 
export commodities and especially for rubber. During 
the year, GNP grew by about 9 per cent, compared 
with the 1960-1968 average of 5.5 per cent. More- 
over, this was achieved with little change in the 
domestic price level; the West Malaysian Retail Price 
Index actually fell nominally. While exporis of 
goods and services were up from 1968 by 17 per 
cent, there was actually a slight decline in imports. 
The result was a favourable trade balance of M$836 
million, the highest for the decade. This enabled 
the country to raise its external reserves to M$2.495 
million at the end of 1969. Public consumption rose 
by 10.8 per cent over 1968, but private consumption 
increased only moderately by 2.5 per cent. 


The major adverse trend in the year was an 
actual absolute decline in gross capital formation. 
A small increase of 3.6 per cent in the private sector 


1 Unless otherwise indicated, data from this.point forward are taken 
from Bank Negara Malaysia, Quarterly Economic Bulletin, vol. 3, 
No. 2, June 1970. 
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over 1968 was more than offset by a decline in 
public sector gross fixed-capital formation of 7.2 per 
cent. Gross national savings, on the other hand, rose 
substantially by 26.6 per cent to a record 22.3 per 
cent of GNP in 1969, against 19.1 per cent in 1968. 


Hi 


Performance in 1970 


The economy continued to expand in 1970, 
though at a slower rate than in 1969. At current 
market prices, GNP rose to M$11.820 million, an 
increase of 6.3 per cent compared with the 9.8 per 
cent in 1969, In per capita terms, GNP rose from 
M$1,040 to M$1,080. 


The main impetus to growth in 1970 came from 
domestic demand, whereas in 1969 the export boom 
had been the major factor. Private investment was 
up by an unprecedented 32.9 per cent as compared 
with a decline of 4.9 per cent in 1969, the rise being 
mainly in manufacturing and, to a lesser extent, in 
construction. The rate of growth in private consump- 
tion expenditure was up from 3.2 per cent in 1969 
to 6.9 per cent in 1970. The public sector also 
showed higher rates of growth, 6.1 per cent and 18.7 
per cent in investment and consumption respectively 
(4.5 and 10.7 per cent in 1969). In the external 
sector, on the other hand, due to a combination of 
a decline in the export price of rubber and a strong 
increase in imports, income from the net export of 
goods and services was less than half that of 1969. 


The ratio of gross capital formation to GNP 
rose from 14.2 per cent in 1969 to 16.3 per cent in 
1970, the increase resulting mainly from the strong 
growth of private sector investments. This ratio, 
however, was lower than the ratio of national savings 
to GNP, though to a lesser extent than in 1969. 


As the Bank Negara Malaysia notes, a high rate 
of growth requires that public sector development 
expenditures expand at a rate commensurate with 
that in the private sector. This did not occur in 
1970, and once again the Federal Government did not 
achieve the target level of development it had set for 
itself. In contrast with a rise of 5.0 per cent in 
Federal development expenditure, current expenditure 
rose in 1970 by 18.0 per cent. This latter increase 
was sufficiently large to cause a smaller current 
surplus than in 1969, despite a larger than budgeted 
rise in current revenue. The over-all deficit came 
to M$579 million, considerably larger than in 1969, 
and was financed mainly by net domestic borrowing 
and greater recourse to the use of the accumulated 
assets of the Federal Government. 


The money supply and private sector liquidity 
grew at the substantially lower average rates of 8.6 
per cent and 11.1 per cent respectively in 1970. 
Monetary expansion was generated mainly by the 
extension of bank credit to the private sector, while 
the external sector contributed only a fraction of the 
increase in the money supply that it had made in 
1969. While the public sector’s influence on the 
money supply in 1970 was contractionary, this was 
true to a much lesser extent than in 1969. Prices 
remained relatively stable, the West Malaysian retail 
price index rising by only 1.4 per cent. 


Primary production and exports remained the 
mainstay of the economy. Except for rubber, the 
output of most major commodities increased in 1970, 
the output of rice rising to the point where 84 per 
cent of total consumption requirements were met. 


Due to a very strong growth of imports, the 
merchandise surplus in the balance of payments was 
substantially smaller than in 1969, and the net deficit 
on services and transfers was higher. As a result, 
the surplus on current account fell by approximately 
68 per cent to M$217 million in 1970. On the capital 
account, net private long-term capital inflow rose 
substantially over 1969, while net foreign borrowing 
of the Federal Government declined. The basic 
balance (the balance on current account and long- 
term capital movements), adjusted for errors and 
omissions and excluding the initial allocation of 
special drawing rights, showed a surplus of only 
M$50 million as compared with M$530 million in 
1969. If the special drawing rights are included, 
total net external reserves rose by M$124 million at 
the end of 1970 to an amount sufficient to finance 
about eight months of retained imports. 


Agriculture 
Rice production 


Rice maintained its position as the second most 
important economic activity in the country in terms 
of labour employed and land utilized. Total output 
increased from 1.6 million tons in the 1968/69 season 
to 1.7 million tons in the 1969/70 season, with West 
Malaysia accounting for 86 per cent of total pro- 
duction. 


As a result of launching the first phase of the 
Muda River Irrigation Project in February 1970, 
double-cropping in West Malaysia increased by 36 
per cent during the 1969/70 season. It is further 
worthy of note that efforts to increase productivity 
have enabled Malaysia to attain fourth place in paddy 
yield in Asia, with an average per harvested acre 


yield of 2,480 lb. 


marcy 
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Major commercial crops 


Due to a decline in-rubber prices, output virtually 
stagnated in 1970, though rubber remained Malaysia’s 
most important industry in terms of employment, 
exports, and foreign exchange earnings. Production 
of Standard Malaysian Rubber increased in 1970 by 
62 per cent, and the discovery of a new stimulant 
was announced that can double yields of both low- 
yielding trees and the newer clones. For all other 
major commercial crops, output rose in 1970 as 
compared with 1969. Total output of saw logs was 
up by 4 per cent, sawn timber by 9 per cent, oil 
palm by 23 per cent, palm kernal by 17 per cent, 
coconut oil by 8 per cent and copra by 9 per cent. 


Minerals 


The principal minerals in Malaysia are tin, iron 
ore, petroleum and bauxite, and there was an increase 
of about one per cent in the over-all volume of output 
of these minerals during 1970. The output of tin-in- 
concentrates was up slightly in response to favourable 
prices, but there was increasing depletion of the richer 
tin deposits and increasing resort will have to be had 
to higher cost sources of ore. The output of iron 
ore declined by about 15 per cent as economic 
deposits continued to be exhausted. In fact, two of 
the largest mines ceased operations in 1970, and the 
Bank Negara Malaysia expressed the view that iron 
ore mining had lost its place as a major economic 
activity. Output of crude oil, on the other hand, 
increased during 1970 by 94 per cent, and exploratory 
activity continued in several areas. Bauxite produc- 
tion was up by 6 per cent over 1969 and a new 
mine was opened in July, bringing the total number 
of mines to three. 


Industrial production 
General 


There were no major policy changes in this area 
during 1970. Rather, the Government continued to 
devote its energies to implementing the new industrial 
development strategy that had been announced in 
July 1969, 


Under this strategy, the Government had an- 
nounced that it would use investment incentives more 
aggressively to seek out capital, that it would stream- 
line the procedure for granting incentives, and that 
it would itself participate in areas where the private 
investment flow was deemed inadequate.” 


Finally, and as already noted, the Government’s 
planned deficit in the 1970 budget was intended to 


2 Federal Industrial Development Authority, Malaysia: A New In- 
dustrial Strategy, Kuala Lumpur, July 1969. 
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ensure a level of aggregate demand which would 
sustain a high level of industrial production and 
stimulate new investment activity as well. 


Manufacturing 


On the basis of incomplete data, it is estimated 
that the value of manufacturing output (factor cost 
at current prices) rose by 7 per cent in 1970. Of 
the approximately fifteen industries where comparable 
figures with 1969 are available, output increased in 
nearly all of them. The total number of all types of 
firms given approval to start manufacturing opera- 
tions in 1970 was up by 130 per cent over the 
previous year and total proposed called-up capital by 
approyimately 84 per cent. While the manufacturing 
sector was still small in terms of relative size in 
1970, it should provide substantial stimulus to the 
economy if it continues to show the high rate of 
growth of the last few years. 


Construction and services 


The value of output of the construction sector 
rose in 1970 by 1.5 per cent, while output of the 
services sector was up by 8.4 per cent, both measured 
at factor cost at current prices. The latter in parti- 
cular reflected an upturn in both public and private 
consumption expenditure. 


External trade and the balance of payments 


Gross exports rose during 1970 by only 1.5 per 
cent in sharp contrast to an increase of 22.6 per cent 
in 1969. This was due primarily to a substantial 
decline in the price of rubber and in export receipts 
from that product, and, as a percentage of total 
exports, gross exports of rubber declined from 40.2 
per cent in 1969 to 33.6 per cent in 1970. The 
major cause of the fall in the price of natural rubber 
was the disposal of stockpile rubber by the United 
States and the impending threat of further disposals. 
Other depressive factors were the automobile strike 
in the United States, the high level of stocks, and a 
slackening of demand from mainland China as well 
as the general slowdown of economic activity in some 
European countries and the recession in the United 
States. 


Gross exports of tin increased by 8 per cent 
during 1970, the increase due mainly to an increase 
of 7 per cent in f.o.b. export unit value. Tin re- 
mained the second largest foreign exchange earner 
and accounted for 19.7 per cent of gross exports. 
Timber continued in third place, accounting for 12.3 
per cent of gross exports, and total gross export 
receipts rose by 8 per cent. Due largely to a sub- 
stantial increase in export unit value, export receipts 
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from palm oil rose by 69 per cent in 1970; while 
export receipts from iron ore declined by 8 per cent 
as a result mainly of a decline in export volume of 
9 per cent. 


Gross exports of manufactured and processed 
products in 1970 ingreased by 12.2 per cent and 
accounted for 12.3 per cent of’ total gross exports. 
The growth of total net exports was even higher at 
19 per cent, the highest growth rates being in exports 
of wood products, non-metallic mineral products, 
metal products, machinery and transport equipment, 
and textiles, clothing and footwear. 


While the over-all increase of gross exports in 
1970 was only marginal, gross imports rose very 
sharply by 17.8 per cent, and all categories of imports 
recorded increases. This reflected mainly an upsurge 
in consumption and investment activity, but was also 
partly the result of higher import prices. In terms 
of the rate of growth in 1970 over 1969, the rise 
was greatest in machinery and transport equipment 
(42.7 per cent) followed by manufactured goods 
classified chiefly by materials. These two categories 
also accounted for the highest percentages of gross 
imports, with 28.2 per cent and 17.9 per cent res- 
pectively. In terms of percentage of total gross 
imports, food was third in importance with 17.8 per 
cent, but the increase in gross imports of food was 
only 4.0 per cent. 


As already indicated, the greaier increase in gross 
imports than in gross exports led to a decline in the 
merchandise surplus, and this combined with an 
increased deficit on services balance resulted in a 
favourable balance on goods and services account in 
1970 only 46 per cent as great as that in 1969. The 
rise in service payments was itself in part a reflection 
of the higher level of imports during 1970 but also 
of higher freight rate charges. Net transfer payments 
remained almost unchanged at M$180 million in 1970, 
and the balance on goods, services, and transfers stood 
at a surplus M$217 million, down by about 68 per 
cent from 1969, 


There was an increase in net private long-term 
capital inflow during the year as well as in net 
borrowing abroad by statutory authorities, but these 
were more than offset by a decline in net foreign 
borrowing by the Federal Government. Compared 
with 1969, net long-term capital inflow was down by 
about 27 per cent. 


After adjustments for errors and omissions, the 
over-all surplus in 1970 was M$60 million, down from 
M$530 million the year before. When the allocation 
of special drawing rights is added to this figure, the 
net change in external reserves proved to be M$124 


million, only about 23 per cent as great as the in- 
crease in 1969. The reserves held by the central bank 
rose, as did those held by commercial banks, while 
there was a decline in the holdings of the Federal 
and State Governments and agencies. 


Population and social development 


As of mid-1969, the population of Malaysia was 
10.66 million, 3 per cent higher than in 1968 and 
13.2 per cent higher than in 1965. The Government’s 
family planning programme has been growing year 
by year, but it is particularly difficult to bring 
population growth under control in rural areas, and, 
according to a recently released study, that is where 
67.7 per cent of Malaysia’s population still lives. 
It seems, therefore, most unlikely that there will be 
a dramatic decline in the population growth rate in 
the near future. 


Public finance® 


When the 1970 budget was announced, a deficit 
on current account was anticipated, despite the intro- 
duction of a number of new revenue measures. 
Because of a greater than expected increase in current 
revenue, however, there was a current surplus rather 
than a deficit, though the amount of the surplus 
(M$55 million) was about 66 per cent less than that 
of the year before. 


Again, at the time the budget was announced, 
the Government had planned to stimulate the economy 
by increasing the level of total development spending 
and net lending to M$784 million. This goal was 
not achieved, however, the provisional figure for 1970 
being M$634 million, or about 19 per cent less than 
expected. 


The over-all Federal deficit was M$579 million, 
which was greater than that of the year before but 
not as large as planned. It was financed by M$324 
million of net domestic borrowing, M$23 million of 
net foreign borrowing, M$18 million from special 
receipts, and use of assets amounting to M$214 
million. 


A considerable part of the anticipated increase 
in current revenue had been expected to come from 
higher export duty receipts on rubber, but this did 
not materialize, the export surtax on rubber yielding 
only M$7 million instead of the budgeted M$55 
million. The actual increase was due instead largely 
to higher income tax yields and to increases in the 
yields from taxes on road transport, betting and 
sweepstakes, the surtax on imports, and excise duties. 
The rise in current expenditure was mainly due to 


3 Budget data for 1970 are still provisional. 
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larger outlays for social services, defence and internal 
security, and debt charges. 


The shortfall in development disbursement was 
due to a number of factors, including limited con- 
struction capacity in the Public Works Department, 
lack of skilled labour, various administrative bottle- 
necks, delays in project clearance and the acquisition 
of sites, and the spreading out of payment for pur- 
chases of military equipment and materials. 


Compared with 1369, disbursements for economic 
development and for defence and security accounted 
for greater percentages of the total, while those for 
social services and general administration accounted 
for less. Within the major sectors, however, the 
pattern was not significantly different. 


Monetary developments 


Monetary and price stability were maintained 
during 1970, despite strong growth of commercial 
bank credit, so no major change in monetary policy 
was required during the year. Commercial banks, 
however, were encouraged to increase their term 
lending and, at the same time, were allowed to accept 
medium-term fixed deposits up to three years to help 
them provide the necessary longer-term funds. The 
Central Bank also encouraged commercial banks to 
reorientate their lending operations toward giving 
more emphasis to loans based on the viability of 
projects rather than on availability of collateral and 
to provide loans for small enterprises. 


While the liquidity ratio of the commercial banks 
substantially declined in 1970, this was not regarded 
as a cause for concern since the external sector was 
not performing sufficiently well to supply the economy 
with the necessary resources for expansion. 


Economic planning 


1970 was a year of preparation for the second 
Malaysia plan which will define the Government’s 
aims for the years 1971-1975 and the policies which 
will be established to realize these goals. At present, 
only the guidelines for the second plan are available. 
These were given by the then Deputy Prime Minister 
at a meeting of personnel responsible for plan pre- 
paration and implementation.‘ 


It is clear that the primary goal of the new 
plan will be to reduce income disparities and that 
an additional important objective will be to lessen 
regional economic imbalance. With respect to the 
former, it seems apparent that the Government feels 


4 Deputy Prime Minister, Guidelines: Second Malaysia Plan, Federal 
Department of Information, Malaysia, Kuala Lumpur, February 1970, 


that the political stability on which the realization 
of all other economic goals depends requires that 
rapid progress be made toward reducing this income 
gap. Details are not yet forthcoming, but it is clear 
that all other policies may be evaluated in terms of 
their contribution toward the realization of this goal. 


A review of the first Malaysian plan 


1970 was also the last year of the first Malaysia 
plan which covered the period 1966-1970. In the 
following, an attempt is made to review the five 
major objectives of that plan, assess the degree to 
which these goals were achieved, and discuss the 
reasons why it was not possible to realize all these 
goals fully. 


Growth of per capita income 


When the first Malaysia plan was published in 
November 1965, gross national income per capita 
was estimated to be approximately M$928.° By 
1970, the Government hoped to see this figure rise 
by some 9 per cent to M$1,018 in terms of base-year 
prices. As per capita GNP at current prices had 
risen to an estimated M$1,080 in 1970, and as GNP 
at constant prices rose only slightly less than at 
current prices, it would seem that this important goal 
was achieved. 


Given an estimated rate of population growth 
of approximately 3 per cent and an estimated incre- 
mental capital/output ratio of 3.9, it was estimated 
that gross investment of M$9,730 million would be 
required during the period if the per capita income 
goal was to be reached. Of this amount, 27 per cent 
was to be public and 63 per cent was to be private 
capital formation. In other words, investment as a 
percentage of GNP would have to be in the neigh- 
bourhood of 19-20 per cent over the plan period. 
As for financing, it was anticipated that 95-96 per 
cent would be financed out of domestic savings, while 
the remaining 4-5 per cent, equal to about one per 
cent of GNP, would come from external sources. 


Much of the public investment was intended to 
support and stimulate private investment by expanding 
the infrastructure. Thus, a total of 32.6 per cent of 
projected development spending was to be allocated 
to industrial development (e.g. industrial parks), 
transport, communications and utilities. Public de- 
velopment spending in the agricultural sector was 


5 Data on initial targets are taken from Government of Malaysia to 
attract First Malaysia Plan, 1966-1970, op. cit. Information on revision 
of targets and of some data are from Government of Malaysia, Mid- 
Term Review of the First Malaysia Plan, 1966-1970, Kuala Lumpur, 
January 1969. Data on fulfilment are from the 1970 Budget, op. cit., 
and the Bank Negara Malaysia, Quarterly Economic Review, June 
1970, op. cit. 
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_ to take 23.9 per cent of the total, the bulk going 
into rubber replanting, planting of oil palm, land 
development, and drainage and irrigation. 


To attract private investment, the Government 
relied on a combination of tax incentives and tariffs. 
the tax incentives taking the form of tax relief and 
initial income tax allowances. From the beginning, 
it was desired to attract as much capital as possible 
into areas of import substitution (to reduce import 
requirements), and, when the plan was reviewed and 
revised in mid-term, greater encouragement was given 
to export activities by establishing incentives in this 
area. Much of the public investment had the same 
goal of promoting diversification. 


As matters developed, gross capital formation 
did not reach the desired levels either in dollar terms 
or as a share of GNP. There were many reasons 
for this shortfall, but, as it developed, inadequate 
savings was not one of them. Over the first five 
years of the plan period (1965-1970), gross national 
savings averaged 18.0 per cent of GNP, and the 
Government had little difficulty in borrowing either at 
home or abroad. 


In the public sector, the problem was a shortage 
of qualified personnel, so that projects could not be 
undertaken at the pace or on the scale desired. The 
planned amounts of money could have been spent, 
of course, but the Government was not willing to 
sacrifice efficiency and held to relatively high stand- 
ards of performance in the public sector. Under 
these conditions, there were limits to how fast money 
could be spent, and the amount consistently fell below 
targeted levels. 


The problem in the private sector is harder to 
pinpoint, but it was clear by the time of the mid-term 
review of the first Malaysia. plan (January 1969) 
that private investment was lagging behind. It was 
in part to rectify this that, in July 1969, the 
Government announced the launching of the new 
industrial development strategy. 


As already noted, however, per capita income 
promised to exceed the planned amount by 1970, 
despite the investment shortfall. In part, this was 
no doubt the result of better performance by rubber 
and tin exports than had been anticipated at the 
beginning of the period. In part, however, it seems 
likely that the Government had over-estimated the 
value of the incremental capital/output ratio when it 
established its initial investment targets, so that less 
investment than planned was needed to raise income 
by the desired amount. 


In summary, Malaysia has succeeded in raising 
per capita income by more than had seemed possible 
at the beginning of the plan period, an accomplish- 
ment of no mean importance considering the obstacles 
that had to be overcome. 


The export sector 


For the year 1965, which was the base year for 
the first plan, exports of rubber and tin accounted 
for roughly 62 per cent of gross exports and for 
almost 27 per cent of GNP. Both because prospects 
for these commodities were not considered very bright 
and because the Government wished to reduce its 
dependence for export earnings on only two com- 
modities, the diversification of exports was a major 
goal of the first Malaysia plan. To realize this goal, 
the Government planned to promote the growth of 
exports of timber and palm oil, while, at the same 
time, expanding both industrial production for export 
and the tourist industry. 


To what extent progress in this area has been 
satisfactory is extremely difficult to say. In terms 
of relative importance, gross exports of rubber and 
tin had fallen from 58.9 per cent in 1966 to 53.3 
per cent in 1970, but their continued key role was 
indicated by the fact that the boom in 1969 was 
largely due to their better-than-average performance. 
However, the increased value of timber and palm oil 
exports clearly represents progress in the sense that 
the number of major export commodities is now 
greater than before and hence the dependence on any 
one or two of them is less. As for manufacturing 
and tourism, some progress has been made, though 
there has not yet been time for the results of new 
incentive measures to make themselves fully felt. If 
these work as expected, manufacturing and tourism 
will assume the increased importance expected of 
them. 


Import substitution 


Looking forward from 1965, the Government 
expected a substantial increase in imports due to 
rising population and growing industrialization. On 
the other hand, the Government expected relatively 
little rise in exports over the period of the plan. 
The potential adverse impact of these trends on 
Malaysia’s balance of payments was, of course, of 
major concern. 


To minimize the increase in imports, the Govern- 
ment was determined to promote the development of 
industries producing for domestic use; in large part 
substitutes for goods and services that had tradition- 
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ally been imported. Both tax incentives and tariff 
protection were used from the beginning of the plan 
to promote such activity, and additional encourage- 
ment was provided in the Investment Incentives Act 
of 1968. Also, a major effort was made to increase 
the production of foodstuffs for domestic consumption, 
especially of rice. The major thrust here took the 
form of irrigation projects to increase the area under 
double-cropping, though efforts were also made to 
improve the efficiency of individual producers. 


Some measure of the success of these efforis is 
that gross imports had risen from the 1965 level 
by only 7 per cent in 1969, while, as a percentage 
of GNP, gross imports had actually fallen from 39 
per cent to 34 per cent. Imports of food and live 
animals, beverages and tobacco, and miscellaneous 
manufactured products had actually declined, and 
imports of manufactured goods had risen by only 
about 4 per cent. Imports of machinery and trans- 
port equipment, on the other hand, had risen by 
more than 15 per cent. While no firm conclusions 
can be reached on the basis of such aggregated data, 
the general pattern is certainly the one that the 
Government had sought to establish, and the decline 
of gross imports as a percentage of GNP is a clearly 
favourable sign. 


It would seem, thus, that Malaysia has made 
good progress toward its goals of rising per capita 
income and import substitution, and some progress, 
though less than desired, toward diversifying its 
exports. 


Unemployment 


In the first Malaysia plan, the Government 
estimated that, in 1965, approximately 6 per cent of 
the labour force was unemployed, with the unemploy- 
ment concentrated among the young and the urban 
population. For example, over-all unemployment in 
the 15 to 19 age group was estimated at 16 per cent, 
and urban unemployment was estimated at 27 per 
cent for this group, compared with a 14 per cent rate 
for the same group in rural areas. 


Creating jobs for even this number would have 
been a major task but would only have been a 
beginning. The labour force was expected to grow 
over the period of the first Malaysia plan (1966-1970) 
by some 380,000, so that new jobs would have to 
be provided in large numbers just to keep the situation 
from getting worse. 
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While the long-range goal of the Government was 
full employment, it would have been unrealistic to 
expect to achieve this goal in the relatively short 
period of five years. For the period covered by the 
first Malaysia plan, therefore, the Government set as 
its target the creation of enough jobs to absorb all 
of the new entrants into the labour force. This would 
leave the number of unemployed at 160,000, but would 
represent a decline in the unemployment rate from 
6 per cent to 5.2 per cent. 


The greater part of the new jobs were to be 
created in the agricultural sector where land settle- 
ment programmes were expected to absorb 70 per 
cent of the farm youth coming of working age. For 
the rest, manufacturing was expected to provide jobs 
for 10 per cent, with other sectors taking up the 
remainder in unspecified proportions. 


By the time of the mid-term review of the first 
Malaysia plan, it was apparent that this goal was not 
going to be reached, and a later study revealed that, 
by 1968, unemployment had risen to 6.8 per cent. 
Land development had not proceeded as rapidly as 
planned, investment had fallen below trageted levels, 
and increased output had resulted to a greater degree 
from increases in productivity than had been anti- 
cipated. 


The situation seemed to have become serious by 
May 1969, and it was then that the new industrial 
strategy was announced, a major objective of which 
was to accelerate the process of job creation. At 
about the same time, and to relieve some of the 
immediate pressure, the Government set in motion 
a substantial expansion of its youth programme. 


Despite determined efforts on the part of the 
Government to accelerate the process of development, 
however, unemployment in 1970 had climbed to 8 
per cent. 
effect should produce the level of employment desired. 
The difficulty to date has primarily been a scarcity 


Over the long run, policies already in 


of personnel with the training and experience to 
implement these policies on the necessary scale, and 
the Government has geared its programmes in the 
field of education to turn out the needed specialists 
and technicians as quickly as possible. There is a 
limit to how fast this can be done, however, and, 
in the intervening period, the problems flowing 
from unemployment could affect the stability which 
is essential if the long-range programmes are to 
work. 
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Income disparities 


In addition to the problem of continuing un- 
employment, the Government has had to contend with 
the existence of income disparity between rural and 
urban dwellers. The reduction of this disparity was 
a major goal of the first Malaysia plan, in which 
raising productivity in the rural sectors’ was given 
high priority. To accomplish this, a wide variety 


of programmes was introduced, the two largest ones, 


being designed to open new land to settlement and 
to irrigate rice land to permit double cropping. 


With respect to land settlement, the purpose was 
not just to multiply the number of units under 
cultivation, but to establish farms of economically 
viable size and to see to it that they were efficiently 
cultivated. This programme therefore not only re- 
quired heavy outlays of public funds but a large 
number of supervisory and extension personnel. In 
point of fact, the latter proved to be more of a 
limitation than the former and has been the major 
reason that less land has been settled than was 
envisaged in the original plan. 


In the iong run, programmes already being 
implemented should greatly reduce the rural-urban 
income differential, but, in the meantime, the disparity 
contributes to tensions already present. To try to 
minimize this discontent, the Government is attempt- 
ing to show the rural population that there has been 
progress toward equalizing rural-urban incomes and 
that there will be even greater progress in the future. 
Hopefully, this educational effort will provide the time 
needed for the longer-range measures to have effect. 


Conclusions 


To sum up, with respect to the goals of rising 
per capita incomes, diversification of exports, and 
increasing import substitution, progress has ranged 
from fair to excellent. It has not proved possible, 
on the other hand, to reduce either unemployment 
or rural-urban income disparities to any significant 
degree. Given time, policies already in force should 
lead to the solution of these problems, but their 
continued existence is a matter of concern at present. 


The document Guidelines: Second Malaysia Plan 
makes it clear that, of these two problems, that of 
income disparity is to receive first priority during 
the next few years. In this document, the problem 
of unemployment is by no means ignored, but the 
major theme is the need to create national unity by 
achieving what the Government regards as better 
economic balance between sectors. How this is to be 
achieved has not yet been given in detail, but it seems 
most likely that the attack will be a two-pronged one. 
First, the Government will move forcefully to increase 
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employment opportunities for those migrating from 
the rural sector, and, secondly, public development 
expenditures for rurally oriented projects, such as 
land development schemes, may be enlarged in re- 
lation to’ public spending for other purposes. 


Nepal 
Introduction 


Over the third plan period (1965/66-1969/70). 
GDP at constant prices grew at an annual rate of 
2.2 per cent from Rs 5,886 million to Rs 6,561 
million. The increase in per capita income, however, 
was only marginal because population grew over the 
period at an average annual rate of approximately 
2 per cent. 


Performance during 1968/69 


Data on GNP and GDP for 1968/69 are not 
available, but, assuming GDP at constant prices grew 
by 2.2 per cent per annum (the average rate of 
erowth over the third plan period), its value for 
1968/69 was Rs 6,420 million. A similar projection 
at current prices on the basis of 1964/65-1967/68 
data gives 1968/69 GDP as Rs 8,278 million. 


By far the largest component of GDP is agricul- 
ture (68 per cent of the total in 1967/68). During 
1968/69, the output of foodgrains grew by approx- 
imately 5 per cent from 3.42 million tons in 1967/68 
to 3.589 million tons in 1968/69. Of this increase 
in output, paddy accounted for about 65 per cent, 
and, at 5.0 per cent, the rate of increase in production 
was the same as in the previous year. The output 
of cash crops, on the other hand, grew by less than 
one per cent. 


In volume terms, industrial output of sugar, 
stainless steel utensils, and of the domestic distillery 
rose sharply in 1967/68, and increases in output were 
recorded for all other principal industries, except 
synthetic textiles, where there was a marginal decline. 


In these terms, receipts of convertible foreign 
exchange trade in 1968/69 (Rs 263.3 million) ex- 
ceeded expenditure (Rs 117.0 million) by Rs 146.6 
million giving a surplus more than 50 per cent larger 
than that of the year before. 


The money supply (defined as currency plus 
demand deposits) was Rs 711 million as of mid-July 
1969, up 15 per cent over mid-July 1968. Of this 
amount, Rs 470 million (66 per cent) consisted of 
currency and Rs 240 million (34 per cent) of demand 
deposits. 
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There was an over-all budget deficit in 1968/69 
of Rs 124 million, 9 per cent less than the deficit 
of the preceding year. With respect to the “regular” 
budget, there was a surplus of Rs 220 million, the 
over-all deficit resulting from development expenditure 
of Rs 344 million. Foreign grants and receipts from 
the sale of internal development bonds more than 
covered this deficit and gave an increase in the 
government cash balances for the year of Rs 82 
million. 


Performance during 1969/70 


GDP in constant prices (with base year 1965/66) 
rose by an estimated 2.2 per cent in 1969/70 to'a 
level of Rs 6,561 million. Since population was 
growing almost as fast,! the rise in per capita income 
was negligible. In fact, GDP grew at an average 
of 2.2 per cent for the third plan period (1965/66- 
1969/70), so that the target set for the achievement 
of a growth rate of 3.8 per cent in GDP and 1.8 
per cent in per capita income was not realized. 


In the agricultural sector, the output of food- 
grains was 3.4 per cent higher in 1969/70 than in 
the previous year, while the output of commercial 
crops rose by 2 per cent. In the industrial sector, 
the output of all principal industries, except textiles 
and stainless steel, increased over the previous year, 
the rise being especially marked in the case of sugar 
(almost 200 per cent). 


Receipts of convertible foreign exchange (Rs 
281.4 million) again exceeded expenditure (Rs 188.9 
million), though the surplus of Rs 92.5 million was 
lower than in 1968/69 when it stood at Rs 146.6. 
One factor accounting for this was the slower rise 
in export receipts than in previous years. 


In mid-June 1970, the money supply was esti- 
mated at Rs 831 million, representing an increase of 
17 per cent over mid-July 1969. In the public sector, 
the over-all deficit for 1969/70 rose to Rs 279 million 
from Rs 124 million in 1968/69. However, as in 
the previous year, foreign grants and internal deve- 
lopment loans, amounting to Rs 288 million, more 
than covered this deficit, thus making it possible for 
government cash balances to increase by approximate- 
ly Rs 9 million. Government holdings of convertible 
reserves remained high. 


Agriculture 


Of the various sources of GDP, agriculture is 
of predominant importance, accounting, in 1967/68, 
for 68 per cent of the total. No other sector in that 
year accounted for as much as 10 per cent, and only 


1 Estimated to be rising at 2 per cent per annum. 


SS 


three for 5 per cent or above: ownership of dwellings 
(8 per cent), cottage industries (7 per cent) and 
wholesale and retail trade (5 per cent). 


During 1969/70, total output of foodgrains rose 
by 3.4 per cent over 1967/68, a rate that was in 
excess of the average annual rate of increase of the 
previous five years. As regards commercial crops, 
jute production experienced another large increase of 
20 per cent. Of major importance in the recent 
improvement in agricultural production were favour- 
able weather conditions and intensified efforts on the 
part of the Government in providing agricultural 
inputs and other services. However, inadequate sup- 
plies of various essential inputs have limited the 
growth of agricultural output, and efforts are being 
made to ease this bottleneck. 


In spite of these gains, only moderate progress 
has been registered in agricultural production in 
general, partly because of inadequate infrastructure 
and partly because the increase in the supply of 
fertilizers and improved seeds has not so far had any 
significant effect on rice production. If the fourth 
plan (1970/71-1974/75) target of an annual growth 
of food production of 3.0 per cent is to be achieved, 
a number of co-ordinated steps will have to be taken, 
such as increased availability of credit to farmers for 
productive purposes, improved transport, storage and 
marketing, and an appropriate pricing policy for both 
agricultural inputs and outputs. Much also remains 
to be done in accelerating the process of land reform, 
initiated in 1964. 


Industry 


Production of all principal industries, except 
textiles and stainless steel, increased substantially 
during the fiscal year 1969/70.2 This increase was 
stimulated by rising demand and utilized excess 
manufacturing capacity. The level of jute manufac- 
tures rose by 14 per cent as a result of incentives 
provided under the foreign exchange entitlement 
scheme, but did not reach the level attained in 
1965/66. The slower growth of the principal export 
commodities is likely to be affected by uncertainties 
caused by the delay in arriving at an amicable agree- 
ment on the new trade and transit treaty with India. 


During the year, sugar production increased by 
almost 200 per cent as a result of an excellent 
cropping year and expanded production capacity. 
Output of cigarettes, distillery products, matches, 
leather and shoes, and bricks achieved impressive 
increases because of increased tariff protection (table 


II-3-30). 


2 In Nepal, the fiscal year covers the period mid-July to mid-July. 
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Table II-3-30. Nepal: 


Type of manufacturing Unit 
jiitey evel at. eth. Tons 
Sugar . Tons 


Cigarettes 
Matches 
Synthetic textile . 


Million pieces 
7 oe | ‘Thousand gross boxes 
Thousand yards 
Distillery . Imperial gallons 
Stainless steel utensils Tons 


Tanned leather 


Shoes , Thousand pairs 
Bricks? Million pieces 
Sources: 


* Estimates. 


Thousand kilogrammes 


Production of principal industries, 1965/66-1969/70 


1965/66 1966/67 1967/68 1968/69 1969/708 
17,325 12,191 12,179 13,958 16,000 
9,912 4,410 3,279 9,656 16,000 
636 954 P15 1,677 2,150 
444 465 424 468 501 
1,421 2,305 2,739 3,711 n.a. 
30,564 4,658 © 115371’ 52,747 na. 
232 381 738 2,419 750 
Be, 57 64 100 160 
30 20 29 32 49 
= = 2 13 22 


Data supplied by government departments. (Economic data papers, USAID/NEPAL). 


» Output of the government brick factory only. 


Considerable efforts will be made in the fourth 
plan to continue the expansion of electric power 
generating capacity. By the end of 1966/67, total 
electric power generated in Nepal reached 35,000 kW, 
compared with about 14,000 kW in 1964/65. Under 
the fourth plan, to meet increasing demand, further 
projects will be initiated in both east and west Nepal, 
as part of the target of expanding electric power 
generating capacity by a further 40,300 kW. 


Although the growth of industrial output was 
substantial, the industrial sector continued to face 
shortages of managers and skilled labour, .as well as 
an inadequate infrastructure and a limited domestic 
market. The Government has directed its efforts 
towards overcoming these problems through general 
development policies, such as special incentives for 
selected industries under the revised Industrial Enter- 
prises Act. 


The Government’s policy of favouring private 
sector activity has been continued in the current plan 
and import-substitution industries have been encourag- 
ed. However, if private enterprises prove to be slow 
in establishing themselves, the Government may well 
consider establishing public enterprises. 


Employment, wages and prices 


Although compilation of wage data has not yet 
been instituted in Nepal, it is generally agreed that 
wages have been rising rapidly in the last few years, 
with the rise being especially marked in the wages 
of skilled and semi-skilled workers in the urban areas. 


In addition, although there are no comprehensive 
employment statistics, it is estimated that over 90 
per cent of the Nepalese population derives its live- 
lihood from agriculture and related occupations. A 


large section of the population living in rural areas 
is either unemployed or underemployed. There is 
also considerable unemployment or underemployment 
in urban areas, especially among unskilled workers. 
In some urban centres in the Kathmandu Valley and 
Tarai regions, increased construction and other ac- 
tivities are gradually helping to reduce the excess 
supply of unskilled labour. 


There are acute shortages of administrators, 
managers, technicians and other skilled workers. In 
recent years, the Government has taken a number of 
measures to help reduce these shortages, such as the 
establishment of various training centres supervised 
by the Department of Cottage Industry, and the 
setting up of a technical training centre in Kathmandu 
with assistance from the Federal Republic of Germany. 


Prices have risen considerably during the past 
few years. For example, the annual average of the 
Kathmandu consumer price index rose by 4.3 per 
cent in fiscal year 1968/69, reflecting mainly in- 
creases in the prices of clothing and foods except 
foodgrains which declined in this year. As usual, 
price increases varied from region to region, rising 
faster in the Tarai than in the hills. For the quarter 
ending mid-April 1970, the price indices for both 
Kathmandu and the Tarai went up by 1.8 per cent, 
while, in the hills, the rise was smaller (0.8 per 
cent). 


External trade and balance of payments 


A balance of payments statement for Nepal 
cannot be compiled because of a lack of basic 
statistics. Furthermore, data on invisible and capital 
transactions with India are seriously deficient because 
a large number of these do not pass through banking 
channels or through customs. Fuller statistics are 
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available only for transactions in convertible curren- 
cies. Despite all these deficiencies, the fact that 
Nepal’s holdings of convertible and other foreign 
exchange reserves have risen sharply in recent years 
indicates that the balance of payments position has 
continued to improve, though at a lower rate. 


During 1969/70, total official reserve increased 
by 15 per cent to $90 million at mid-July 1970, a 
lower increase than in the previous year (31 per 
cent to $78 million). The smaller increase was 
primarily due to a fall in export receipts of about 
21 per cent and to a sharp increase in import 
payments from Rs 74.8 million in 1968/69 to Rs 
130.6 million in 1969/70. If receipts from foreign 
aid and tourism had not increased substantially, total 
foreign exchange receipts would have declined con- 
siderably. 


Nepal’s exports, of which about 70 per cent are 
foodgrains and other food products, expanded sub- 
stantially until 1968/69, but estimates for 1969/70 
and the 1970s show that receipts from exports are 
expected to decline from Rs 137.3 million in 1968/69 
to Rs 80 million in 1970/71. It is obvious that, as 
long as the close trading relationship with India 
continues (about 90 per cent of recorded exports go 
to India), Nepal’s export growth will continue to be 
dominated by developments in India. If, through 
the success of the “green revolution”, India attains 
a degree of self-sufficiency in foodgrains, this may 
seriously affect Nepal’s exports of rice. Increasing 
exports to third countries involve problems of transit 
and transport costs. Therefore, negotiations which 
were initiated for a new treaty of trade and transit 
with India, the former agreement having expired in 
October 1970, are of major concern at present. The 
question of providing transit facilities according to 
internationally recognized conventions, on a long-term 
basis, is extremely important for a landlocked country 
like Nepal. Future long-term prospects for Nepal’s 


Table II-3-31. 


Nepal: 


trade will depend greatly on the outcome of negotia- 
tions between Nepal and India. Although agreement 
during 1969/70 was reached on the transit through 
India of goods traded between Nepal and India, no 
solution has yet been reached with regard to the 
conclusion of new treaty. 


Imports comprise mainly cotton textiles (48 per 
cent of the total), foodgrains and other food products 
(16 per cent), chemicals (6 per cent) and machinery 
and equipment (5 per cent). Nearly 90 per cent 
of recorded imports come from India, about 2 per 
cent from Tibet and 8 per cent from other countries. 
In recent years, difficulties in importing certain goods 
from India have been experienced because of supply 
shortages in India. In addition, the over-burdening 
of Indian port and transportation facilities has delayed 
the transit of Nepalese shipments. 


Nepal’s policy of maintaining a strong exchange 
reserve position has continued. As trade with India 
expands, it is hoped to increase the proportion of 
Indian rupee holdings in total reserves. Considering 
the current high level of convertible reserves, it may 
be advisable to draw down these reserves and use 
them to finance imports of capital goods, while at 
the same time ensuring a surplus on transactions in 
convertible currencies during the next few years. 


Monetary developments 


Though monetary policy is becoming increasingly 
important, the predominance of the non-monetized 
sector in Nepal places a limit on its effectiveness. 
In recent years, there has been a rapid expansion 
in the money supply, as is shown by table II-3-31. 
As can be seen from the table, the growth of the 
money supply has accelerated continuously since 1967. 
The expansion in 1969/70 was associated mainly with 
increases in foreign assets (Rs 105.6 million) and 
with bank claims on the private sector (Rs 89.6 


Money supply 


(in million Nepalese rupees) 


Mid-July Mid- Change over t1.vious year (percentage) 
lem 1963 1964 1965 1966 1967 1968 1969 1970 1964 1965 1966 1967 1968 1969 1970 
Cecency een reny 0 162 23500 290) S467) 369 R419" 470. 562. 45 26 17 7 14 12 20 
Demancmepositsmat aia) Uae 150 silo0 "161s 185 =|199" 2405 269 27 15 7 15 8 21 12 
Nepalese rupee deposits. . . 75. 4.126 144 4.160. 185 198992409 *)269 
Indian rupee deposits”? . . . 28 5 6 1 — Sie 


Total money supply . 265) 366. A468 50754 F618 710) 831 ..38 22 14 9 12 15 17 
a a a a i re en a 


Source: Quarterly Economic Bulletin, Nepal Rastra Bank; data supplied by government departments. 
* Excludes Indian currency in circulation. 


» Since 17 September 1963, Indian rupee demand deposits with banks comprise only the deposits of foreign official entities; as of that 
date, all other Indian deposits were compulsorily converted into Nepalese rupee deposits. 
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million). Bank claims on the Government are ex- 
pected to decrease sharply due to a surplus in the 
government budget. The large increase in time and 
savings deposits (Rs 43.8 million) was also an 
important offsetting factor. Indeed, the increase in 
time deposits has exceeded the growth in demand 
for credit which has suffered from the general 
uncertainty in business civcles surrounding the Nepal- 
India trade treaty. As a result, the commercial banks 
are becoming increasingly liquid. 


The dominant factor in monetary trends during 
the last three years has been the large cash surpluses 
of the government sector which have led to a con- 
tinuing decline in bank credit to the Government. 
However, indications are that the accelerated growth 
of the money supply will be reversed in 1970/71. 
At the beginning of the fiscal year, the Nepal Rastra 
Bank projected a money supply increase during 
1970/71 of only 10 per cent. 


The encouragement of commercial banking and 
other financial institutions, such as the Agricultural 
Development Bank, and their sound development and 
wide geographical coverage of commercial banking, 
particularly in agriculture, are prerequisites for 
accelerated and sustained economic growth. How- 
ever, in view of the shortage of managerial talent 
and other difficulties, it is essential that there should 
be no duplication of financial institutions in the 
country, particularly with respect to rural areas, in 
the wake of the present efforts to build up commercial 
banking and financial institutions. Therefore, it 
becomes imperative that past innovations are con- 
solidated, and efforts are concentrated on assisting 
in the improvement of managerial skill in the newer 
financial institutions. 


Table II-3-32. Nepal: 
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Government finance 


The fiscal position has been characterized by a 
steady increase in the regular budget surplus which, 
however, has been insufficient to finance growing de- 
velopment expenditure. The resulting over-all budget 
deficits have been financed mainly by foreign grants 
and, to a smaller extent, by foreign loans. 


The budgetary position improved markedly in 
1970/71, revenue increasing by 11 per cent, compared 
with the 6 per cent increase in 1969/70. Because 
of the sizable expansion in development spending, the 
over-all deficit rose to Rs 145 million during 1970/71, 
the over-all budget deficit was estimated at Rs 408 
million, but the realized figure is likely to be 
significantly smaller (table II-3-32). Since foreign 
grants are unlikely to cover the much wider over-all 
deficit on the government budget in 1970/71, more 
attention will have to be paid to raising tax revenues, 
especially from direct taxes. Although rapid expan- 
sion in government revenue has taken place in Nepal 
in recent years, revenue per head of population and 
in relation to GDP is still amongst the lowest in 
the world. 


Current major policy issues and outlook 


Current major policy issues must be viewed 
within the framework of the fourth plan which was 
launched in July 1970. Among its most important 
objectives are the attainment of an annual average 
growth rate of GDP of 4 per cent, which it is hoped 
to achieve by raising the rates of saving and invest- 
ment in both the public and the private sectors. 
Greater emphasis is being placed on agriculture and 
infrastructure development. Other objectives include 


Government budget, 1965/66-1970/71 


(in million Nepalese rupees) 


1968/69 1969/70 
1965/66 1966/67 1967/68 Revised 1970/71 
Item Actual Actual® Actual Estimate Actual estimate Estimate 
Regular budget receipts . 219 257 326 365 413 441 565 
Revenue (216) (257) (326) (365) (413) (436) (495) 
Foreign loans (3) (—) (—) (—) (—) (5) (70) 
Expenditures . 147 172 181 209 193 225 340 
Surplus [or deficit (—) ] 7) 85 145 156 226 216 225 
Development budget expenditure 281 282 281 458 344 495 633 
Over-all budget deficit 1,209 —197 —136 —302 —124 —279 —408 
Means of financing foreign grants . 175 161 —158 276 186 268 SEM 
Internal development bonds 8 1 10 20 20 20 30 
Changes in cash balances 
(increase —) . 26 5) —32 6 —82 —9 45 


Sources: Budget Speeches and data supplied by government departments. 


* Provisional. 
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expansion of international trade, control of population 
growth and prices. One feature of the plan is that 
the proposed acceleration of private investment may 
require complementary incentive measures as well as 
adequate access to capital and foreign exchange for 
the investor. It also requires improvement in ad- 
ministration and management, and the mobilization 
of greater financial resources. Neither of these will 
be easily obtained. Secondly, the composition of 
investment will reflect the necessity for earning quick 
returns, with direct implications for particular sectors, 
such as transport, health, education and power. 
Thirdly, priority has been given to fuller utilization 
of existing capacity, and this applies to virtually all 
sectors and training institutions. While recognizing 
the limitations arising out of the general inadequacy 
of statistical, administrative and other deficiencies, 
the fourth plan makes some concrete and realistic 
proposals for streamlining such activities. It thus 
represents a definite step forward in the over-all 
planning of the country. 


In the light of the fourth plan, it is possible to 
identify the major policy issues and the outlook for 
the coming year. From the economic standpoint, it 
is essential that the productivity of the country’s 
factors of production should be improved. Increases 
in the magnitude of factors of production may result 
in a higher growth rate, but this higher rate can 
be improved and sustained only through the simul- 
taneous growth of productivity. 


Another reason for slow economic progress 
during the last few years has been some insufficiency 
in the policy instruments of the Government. It is 
advisable for policies relating to foreign exchange 
and trade, monetary and fiscal. aspects, utilization of 
natural resources, and investment strategy to be more 
purposefully planned and implemented in the frame- 
work of the over-all planning. In this respect, the 
current five-year plan has been based on greater 
realism and contains pragmatic solutions to difficult 
problems. 


Apart from the major constraints to more rapid 
economic development, three major policies merit 
some consideration. In the first instance, partially 
to offset the geographical concentration of resources, 
a comprehensive strategy for the development of the 
Hills must be formulated. While sizable amounts of 
resources need not be diverted during the fourth plan, 
the foundation for future development should be laid 
on the basis of existing plans for that region. 


Secondly, greater emphasis should be directed to 
the identification and measurement of the country’s 
natural resources. Specifically, this means giving 
priority to soil analysis, groundwater surveys, and 
geological and mineral research. 


Thirdly, there should be a new strategy for the 
development of human resources, particularly in the 
field of education. Education and training raise the 
productivity of labour, which is a basic condition for 
national development. Consequently, the educational 
system will have to undergo significant change, not 
only to facilitate and reinforce economic growth but 
also to avoid serious social instability. The expansion 
and re-orientation of an educational system takes 
years to accomplish, so that programmes for change 
need to be initiated without delay if Nepal (with its 
13 per cent literacy rate) is to be able to meet its 
demands for scientific and technical personnel in the 
coming years. 


Finally, the problem of overcoming the inherent 
difficulties of a landlocked country are of great 
importance to Nepal’s development both in the near 
future and in the longer run. In this context, the 
present uncertainty surrounding the conclusion of a 
new tre: ‘y of trade and transit with India must be 
ended in order to assist Nepal’s foreign trade and 
industrial investment. As a landlocked country, ade- 
quate warehousing facilities, simplified transit facili- 
ties at the ports and availability of road transportation 
(other than railways) for transit goods are of great 
importance to help Nepal’s efforts to accelerate its 
overseas trade. An early conclusion of an amicable 
treaty will be of far-reaching value to Nepal’s long- 
term development. 


New Zealand? 
Introduction 


New Zealand enjoyed another year of rapid 
growth, with real national product in 1970 rising 
by approximately 5.5 per cent. Unemployment was 
extremely low, at between 0.1 and 0.2 per cent of 
the labour force. As a corollary, there was a serious 
shortage of labour, and large increases in money 
incomes occurred. In addition, there were substantial 
increases in the prices of consumers’ goods and 
services, the index rising by 6 per cent by comparison 
with the previous year. The balance of payments 
on current account moved from substantial surplus 
at the beginning of the year to a small deficit. 
However, the country’s official reserves of overseas 
exchange were built up to satisfactory levels and 
much short-term debt was repaid as a result of the 
surpluses achieved since devaluation in 1967. 


The Government introduced a wide range of 
measures designed to bring inflationary pressures 
under better control and these should have some 
effect in the early months of 1971. However, the 
balance of payments is likely to deteriorate in 1971 


1 This is the first time that a survey of New Zealand has been in-~ 
cluded in the Economic Survey of Asia and the Far East. 
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partly due to a further significant increase in spending 
on imports and partly due to a much slower growth 
of export receipts. The meat market, which has been 
such an important element in increasing the country’s 
earnings since 1967, is less buoyant than it was, and 
wool prices remain depressingly low. On the other 
hand, the short-term outlook for dairy products is 
satisfactory, and exports of other primary products, 
forest products, and especially a wide range of other 
manufactures, continue to grow. 


Over-all growth and the use of resources 


The following table indicates the general develop- 
ments which have been taking place in the main 
elements of national income and expenditure. 


On the expenditure side, there has been a 
pronounced expansion of investment expenditures. 
Private investment has risen by about 30 per cent 
in the past two years, after falling in the recession 
of 1967/68, and the central Government, which had 


Table [I-3-33. New Zealand: 


maintained ‘a policy of severe restraint in its own 
capital expenditure in the previous three years, 
increased its capital spending in 1970. As a result, 
total fixed investment rose to 22 per cent of gross 
national product, compared with 21 per cent in the 
previous three years, and gross capital formation 
(including increases in stocks) rose to 25 per cent 


of GNP. 


The latter ratio is lower than the target of 27 
per cent of GNP set by the National Development 
Conference (NDC) for the period 1967/68 to 
1978/79. However, due to some net emigration 
during the recession, population has been growing 
more slowly than was anticipated when the targets 
were set. It is probable that the targets for gross 
capital formation will be revised downwards towards 
25 per cent of GNP to take account of the effect 
of this lower population growth on the demand for 
housing and social capital and of lower projected 
requirements for investment in farming and in fuel 
and power. 


Gross national product and expenditure 


(in million New Zealand dollars) 


Item 


Income and product 
Salary and wage payments 


Rental value, owner-occupied houses . 
Other personal income 


Company income . hie 8 
Public authority trading income. . . 
Public debt interest paid in New Zealand 


National income 


Indirect taxation 
Subsidies 


Depreciation 


Gross national product . 


Expenditure 


Personal expenditure on consumer goods and 


services 


Public authority current expenditure on goods 


and services . ; 
Gross domestic capital formation 
(a) Private . 
(6) Public 
Change in stocks . 


Gross domestic expenditure 
Exports of goods and services 
Imports of goods and services 


Expenditure on gross domestic product 


Net factor payments to rest of world 


Expenditure on gross national product 


Estimate 


1966/67 1967/68 1968/69 1969/70 1970/71 


2,080 2,170 2,289 2,545 2,870 


119 129 136 150 930 

663 658 695 715 § 

464 456 511 577 640 

147 168 188 207 220 
—116 —124 —136 —148 —160 
3,356 3,457 3,683 4,034 4,500 

301 316 343 376 400 
—39 —21 —19 —24 § 

301 321 346 371 400 


3,919 4,074 4,354 LY 5,300 


2,394 2,541 2,667 2,871 3,225 


565 598 649 722 835 
584 494 546 617 710 
371 376 373 388 455 
144 132 64 120 150 
4,058 4,141 4,299 4,718 5,375 
881 854 1,121 1,273 1,350 
—955 —866 —986 —1,135 —1,315 


3,984 4,125 4,434 4,856 5,410 


—66 —55 —81 —100 —110 


3,919 4,074 4,354 4,757 5,300 


Sources: 


1966/67-1969/70: Department of Statistics; 


1970/71: Estimates of the New Zealand Institute of Economic Research and others. 
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If this revision is made, the targets for saving 
will also probably be revised downwards from 26 
per cent towards 24 per cent of GNP, the extent 
depending on whether it is deemed wise to aim for 
a larger net inflow of capital from overseas than 
the original target of 1 per cent of GNP. Domestic 
saving in 1970/71 will probably be about 23.5 per 
cent of GNP. 


Another feature of activity in 1970 was the 
large increase in current expenditure in the public 
sector. This reflects the pressure for improvement 
and expansion of government services, such as educa- 
tion, and for increases in the pay of public servants. 
As 1970 went on, rising personnel expenditures on 
consumption reflected the relatively rapid increase 
which had been occurring in wages, salaries, and 
most categories of personal income outside farming. 


Despite a further improvement in the rate of 
growth of output, the large increase in gross domestic 
expenditure which occurred was accompanied by 
rapidly rising prices and a deterioration in the 
balance of payments. 


GNP for 1970/71 will probably rise by about 
5.5 per cent in real terms, compared with 5.2 per 
cent in 1969/70 and 1.1 per cent in 1968/69. The 
corresponding percentages per head of population are 
4.2, 4.1 and 0.1 respectively. The average annual 
target increase of real GNP set by NDC was 4.5 
per cent, and of real GNP per head 2.7 per cent. 
To achieve the target for the period 1967/68 to 
1972/73 would require the high rate of increase 
achieved this year to continue for two further years 
in order to compensate for the slow growth of the 
initial year of the plan. With the labour force likely 
to grow at only 2 per cent per annum this would 
call for a continued large increases in “productivity” 
per head of the labour force (by about 3 to 3.5 per 
cent per annum, compared with the actual average 
of just less than 2 per cent per annum achieved 
in the past decade or so). It is likely that the 
average target rate of growth will be scaled down 


Table II-3-34. New Zealand: 


Year Farming Manufacture 
1965/66... 1,000 1,000 
1966/67 . T0850, So) 1,059:¢€ 5:9) 
1967/68 . 1,066 ( 3.2) 1,047 (—1.1) 
1968/69 . 1,089 ( 2.2) 1,062 ( 1.4) 
1969/70. . 1,080 (—0.8) L138. 7.2) 
Average 4 years 1.9 3.3 


to about 4.2 per cent per annum for the first five 
years of the plan, implying a rate of growth of 4.5 
per cent for the next two years. This would still 
enable the original target of an average 2.7 per cent 
per annum increase in real GNP per head to be 
attained. 


The Consumers Price Index for the quarter ended 
September 1970 was 6.1 per cent higher than in 
the same period of 1969, while the wholesale price 
index rose by 5.6 per cent in the same period. It 
would seem that the average increase of consumers’ 
prices for the year ending March 1971 will exceed 
7 per cent, compared with 4.8 and 4.4 per cent in 
the two preceding years, and an annual average rise 


of 3.7 per cent for the five years 1962/63—1967/68. 


A complicating factor for New Zealand in 
achieving its growth target is the continued deteriora- 
tion which has been occurring the country’s terms 
of trade. Taking 1957 as the base (100), the terms 
of trade have declined almost continuously from a 
peak of 110 in 1963 to 84 in September 1970. 
Declining wool prices, relatively unfavourable prices 
for butter and, more recently, rapidly rising import 
prices, have been the main factors in the adverse 
trend. Output of and earnings from pastoral exports 
are growing more slowly than had been hoped, but 
the shortfall on this front is likely to be offset by 
greater exports of manufactures, horticultural pro- 
ducts and minerals than expected. 


Sectoral production 


The growth of output in the different sectors of 
the New Zealand economy in the last five years 
(ending June) is shown in table [J-3-34. The setback 
occasioned by the recession of 1967/68 is clearly 
evident, especially in the building sector, but also, 
to a lesser extent, in the manufacturing and services 
sectors of the economy. The expansion of the 
economy was resumed in 1969 and, except in the 
farming sector, it gathered momentum throughout 
1970. 


Index of production (Base: 1965/66=1000)* 


Building Services Total 
1,000 1,000 1,000 . 
1,042 ( 4.2) 1,032 ( 3.2) 1,042 ( 4.2) 

999 (—4.1) 1,013 (—1.8) P0355 (0.9) 

966 (—3.3) 1,033 ( 2.0) 1,050 ( 1.6) 

1,001 ( 3.6) 1 1E5 (7.8) 1,107 ( 5.5) 
0.0 2.8 2.6 


Source: Department of Statistics, Government of New Zealand, Supplement to October-November 1970, 


Monthly Abstract of Statistics. 


3 Annual percentage changes are shown in brackets. 
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Agriculture 


(t) General. Farming output actually declined 
slightly during 1970, whereas the NDC targets 
envisaged an average growth of about 3.5 to 4 per 
cent per annum. The growth of stock numbers in 
the past two years has also been appreciably slower 
than the target of 2.6 per cent per annum. Despite 
impressive improvements in productivity, the net 
incomes of farmers have been rising appreciably more 
slowly than those of most of the rest of the population; 
indeed, the average net income of sheep farmers was 
probably lower in 1969/70 than in 1960/61. The 
low incomes reflect the low prices received for wool 
and, to a lesser extent, dairy products, while costs 
have been rising persistently, the rise accelerating in 
the past year as inflation has gathered momentum. 


This has affected the capacity of farmers to 
invest, and the combination of internal inflation, 
pessimism about prices for wool, and uncertainty 
about the longer-run outlook for dairy produce in 
the light of the United Kingdom’s application to join 
EEC has led to some loss of confidence among 
farmers. Offsetting factors have been the buoyancy 
of meat prices since devaluation and the generally 
optimistic prognostications about future markets for 
beef, lamb, anu mutton in a variety of countries 
outside the United Kingdom, especially in Japan and 
North America. There has been a marked increase 
in numbers of beef cattle and beef production, but 
unfortunately the numbers of sheep have not been 
growing sufficiently to enable full advantage to be 
taken of the expanding opportunities for exports of 
lamb. 


The year 1970 saw a continuation of the trend 
towards larger individual farm units in terms both 
of size and of stock carried per acre. The New 
Zealand family farm is already relatively large by 
international standards, e.g. the average area of dairy 
farms in 1967 was 165 acres, and sheep farms are, 
of course, much larger. In dairying, the average 
stocking rate, in terms of cows per 100 acres, rose 
from 53 to 64 between 1964 and 1967, and the 
number of cows per labour unit went up by 20 per 
cent. Thus, New Zealand farmers have been attempt- 
ing to offset the adverse economic conditions with 
which they have been confronted by strenuous efforts 
to improve efficiency. 


In order to assist farmers in coping with the 
special difficulties confronting them, the Government 
made provision in the 1970 Budget for the establish- 
ment of a special agricultural assistance fund and 
for other assistance to the farm sector as well. 


(ii) Food production. The trends in food 
production reflected the farming developments out- 
lined above. Total production of meat in the year 


ended June 1970 increased, a rise in the output of 
beef and veal more than offsetting a decline in the 
production of sheep meats, and total output of milk 
declined by about 6 per cent. The area planted in 
wheat declined from 321,000 to 260,000 acres and 
the yield fell from nearly 16,800 thousand bushels 
to only 10,200 thousand bushels due to adverse 
weather conditions, which also lowered the yields of 
other crops. The year saw further expansion in the 
output of quick-frozen vegetables and canned fruit 
which are finding expanding markets overseas, 
especially in the United Kingdom, Australia and the 
Pacific basin. 


(iii) Wool. The 1969/70 wool season was less 
favourable in almost all respects than the previous 
one. The production of wool fell by just over 1 
per cent from 732 million lb to 723 million lb. The 
average price of greasy wool sold at auction, 25.62 
cents per lb, was also lower (8.7 per cent). As a 
result, the value of wool sold was nearly 10 per cent 
less at NZ$185.3 million. Average selling prices at 
auction in the 1970/71 season so far have been 
about 13 per cent below those obtained at the early 
sales in 1969/70. 


Industrial production 


(t) Manufacturing. The plans emerging from 
NDC assigned to manufacturing an increasingly im- 
portant role in the development of the New Zealand 
economy from the point of view of output, employ- 
ment, and exports. The growth rate projected for 
manufacturing output is 6 per cent per annum; it 
is probable that the increase for the year ending 
June 1970 exceeded 7 per cent and that expansion 
continued at a similar rate in the second half of 
the calendar year. 


The impressive expansion of exports of manu- 
factured, products, which has been a notable feature 
of the country’s development since the devaluation 
of the New Zealand dollar in 1967, has not slackened. 
Government policy in 1970 was designed to place 
emphasis upon encouraging a continuation of this 
trend. Tax incentives based on increases in exports 
and concessions for expenditure on market develop- 
ment were continued. Moreover, while endeavours 
are being made to apply severe restraints to the 
growth of other types of advances for purposes of 
control of bank credit, exporters are clasisfied in 
the “top tier” which is relatively unrestricted. 


The Government maintained its policy of extend- 
ing the list of goods exempted from import licensing, 
with particular reference to raw materials and 
equipment imports, and some 65 per cent of imports 
are now so exempt. It also stated its intention of 
continuing with its policy of replacing import licens- 
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ing by tariffs in respect of goods produced by New 
Zealand manufacturers who have up to now enjoyed 
the protection of import controls. However, progress 
in this direction has been slow, and the list of 
products on which tariffs will be removed under the 
New Zealand/Australia Free Trade Agreement is also 
being extended slowly. 


As the year ended, the main impediments to 
continued growth of manufacturing output and exports 
were the serious shortages of labour and the increases 
in wage costs and import prices which had occurred. 
Some of the measures taken by the Government to 
help bring inflation under control have also been 
criticised by manufacturers, particularly the introduc- 
tion of a payroll tax at 2 per cent, not deductible 
from company tax, which will adversely affect the 
more labour intensive industries. The removal of a 
rebate on dividends has also been unwelcome to 
many manufacturers. 


(ii) Energy industries. The completion of con- 
struction of a pipe-line from Kapuni, near New 
Plymouth, to major North Island centres, made it 
possible for a start to be made on the commercial 
use of the Kapuni natural gas field during the year. 
The year was also notable for intensive activity in 
oil exploration. While hopes that large quantities 
of oil would be found have not so far been fulfilled, 
the Shell/BP/Todd Consortium discovered a gas 
condensate field of international size under the sea 
near New Plymouth. Negotiations are in _ train 
between the Consortium and the Government on 
possibilities and terms of utilization of the find. It 
has already been decided that the projected New 
Plymouth thermal power station, which was to have 
utilized coal from the west coast of the South Island, 
will now be powered by natural gas should commevr- 
cial exploitation of the offshore field prove possible. 
However, over 80 per cent of the country’s electric 
power is still generated by hydro-electric power 
stations, and further development of water power is 
proceeding. 


(iii) Construction. The recession of 1967-1969 
naturally had a particularly adverse effect on the 
building and construction industry. The average 
numbers employed declined by over 5,000 between 
the year ended April 1967 and the year ended April 
1969, many tradesmen crossing the Tasman Sea to 
find employment in -a more buyoant industry in 
Australia. There was some recovery of employment 
in 1969/70 and the value of building work put in 
place in the year ended June 1970 was about 17 
per cent higher than in the same period of the 
previous year. However, the slower growth of 
population has meant that the rate of growth of 
demand for dwellings has been less than had pre- 
viously been anticipated. For the six months ended 


September 1970, the number of permits issued for 
new dwellings was only about 3 per cent higher than 
in the same period of the previous year and still 


below the numbers issued in the years preceding the 
recession. 


Services 


Turnover in retail trade increased markedly in 
money terms during 1970. Turnover for the year 
ending September was about 11 per cent higher than 
in the year before, and, for the quarter ending 
September, about 12.6 per cent higher than in the 
same quarter of 1969. Those enjoying the greatest 
gains in the latter period were chemists and household 
electrical appliance stores. However, when adjust- 
ments are made to remove the effects of price and 
population changes, real turnover per head in the year 
ending September 1970 was only 4.2 per cent greater. 


During the year, the Government negotiated with 
the manufacturers of a limited number of foodstuffs 
and other household goods, a scheme whereby the 
producers would give the Government early notifica- 
tion of their desire to raise prices. Formal price 
control was also maintained over a limited number 
of other goods, principally cigarettes, tobacco, eggs, 
sugar, wheat, some farm requisites, steel and motor 
vehicles. In November, a price freeze was instituted 
for two months, and it was announced that it would 
be succeeded by a mandatory price justification 
scheme for a fairly wide range of items when it 
expired in the middle of January 1971. 


Expansion of the tourist industry proceeds apace, 
and the Government is continuing to assist private 
enterprise to improve accommodation and _ other 
facilities for tourists. 


External trade and the balance of payments 


The main concern of the Government with respect 
to foreign trade during the year was the United 
Kingdom’s application to become a member of EEC. 
Although jess than 40 per cent of the country’s total 
exports now go to the United Kingdom, about 90 
per cent of exports of butter and lamb and 80 per 
cent of exports of cheese are still sold there. There 
is a clear danger that United Kingdom membership 
in a community which has been generating large 
surpluses of dairy products would lead to the gradual 
elimination of New Zealand’s market in the United 
Kingdom for butter and cheese, unless a special 
arrangement were made for New Zealand. There is 
also some concern that the enlarged community might 
adopt a restrictive policy for lamb, although there 
seems no economic reason for it to do so in view 
of the low production and consumption of lamb in 
the area of the present six EEC members. 
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Against this background, the New Zealand 
Government has been active in seeking the agreement 
of the United Kingdom Government, EEC and other 
Governments involved to the effect that New Zealand 
has a special case for a special trading arrangement 
which would give continuing accesg to the enlarged 
community for New Zealand produce on reasonable 
terms. 


The United Kingdom has indicated to EEC that 
New Zealand’s problems with dairy products and lamb 
are two of a limited list of problems for which 
satisfactory solutions must be found before the United 
Kingdom will feel able to join. At the time of 
writing, the EEC position on the issues is not clear, 
although, during a recent tour, the Minister of 
Overseas Trade received a sympathetic response from 
individual ministers in the Community. The Com- 
mission of the Community has put forward initial 
suggestions for dealing with the New Zealand problem 
which, while not providing the assurances of access 
which Britain and New Zealand have been seeking, 
at least recognize the New Zealand is in a special 
position requiring a special arrangement. It further 
concedes, at least for butter, that some arrangement 
continuing beyond the transitional period would be 
necessary, unless satisfactory international arrange- 
ments had been negotiated by that time. 


Through the GATT working party on dairy 
products, New Zealand’s efforts to obtain international 
arrangements to limit subsidization and price cutting 
in the world dairy trade met with some limited success 
in 1970 in the form of a minimum price arrangement 
for skim milk powder. Efforts to extend the scheme 
to butter and butter fat have not been successful 
so far. 


A further matter of concern to New Zealand 
during the year was the announcement of the United 
Kingdom Government’s intention, regardless of whe- 
ther or not the United Kingdom joined EEC, to 
introduce a levy on lamb as part of its policy to 
move away from a system of deficiency payments to 
a system more akin to that operating in EEC. 


During 1970, the country’s overseas exchange 
transactions moved rather rapidly into deficit on 
current account after two years of substantial surplus 
following devaluation. However, the official overseas 
reserves approximately doubled from NZ$170 million 
in October 1967 to NZ$342 million in October 1970. 
Table IJ-3-35 shows developments in the past two 
years in greater detail. 


Imports of goods and services were rising more 
rapidly than exports during 1970 as inflation gathered 
momentum. Meat, dairy produce other than butter, 
forest products and other manufactures produced the 
major increases in receipts during the year, but 
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Table II-3-35. New Zealand: Receipts and 
payments, 1969 and 1970" 


(in million New Zealand dollars) 


Item 1969 1970> 
Butter 116.9 116.8 
Cheese — 44.0 49.0 
Other dairy products 63.7 78.9 
Meat 359.8 407.5 
Wool . 242.0 213.7 
Other animal products 90.7 89.4 
Forest products 62.7 70.3 
Other primary products . 44.0 45.0 
Manufactured exports 58.1 74.1 
Miscellaneous 8.0 8.0 
Total exports 1,090.3 As 1S257) 
Other current receipts 148.2 164.7 
Total current receipts 1,238.5 1,317.4 
Governments sale of investments 35.3 15:5 
Government borrowing . 29.6 41.7 
IMF drawings 
Other official borrowing . cove Bc 
Private 49.0 735 
Total capital receipts 113.9 130.6 
1,352.4 1,448.0 
Government imports 45.0 52.0 
Private imports 760.7 894.2 
Total imports 805.7 946.2 
Other government current payments 67.6 69.6 
Other private current payments . 276.5 301.8 
Total current payments 1,149.7 1,317.6 
Government investment . 35.5 47.0 
Government debt repayment 17.1 20.1 
IMF repurchases . 44.6 11.9 
Other official repayments 2/ 7.6 
Private 34.8 62.2 
Total capital payments . 159.5 148.7 
1,309.2 1,466.3 
Balance on trade transactions +284.6 +206.5 
Balance on invisible transactions —195.8 —206.7 
Current account balance + 88.8 — 0.2 
Capital account balance . — 45.6 — 18.1 
Over-all balance . + 43.2 — 18.3 


Source: Reserve Bank of New Zealand. 


® Years ended October. 
> Provisional. 
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receipts from wool declined appreciably. Unfortun- 
ately, the period of rapid increase in meat prices 
and meat receipts, which had been so helpful to New 
Zealand since devaluation, seems now to be giving 
way to less buoyant conditions. However, the dairy 
market is improving significantly, at least temporarily, 
and expansion of manufactured exports continues at 
a good pace despite internal inflation. 


The United Kingdom, though gradually declining 
in relative importance, remains by far the most 
important market for New Zealand’s exports, taking 
36 per cent of the total in the year ending June 
1970, followed by the United States (15 per cent), 
Japan (10 per cent) and Australia (8 per cent). 
Collectively, the EEC countries took about 11 per 
cent. Export trade to other ECAFE countries remains 
low with only Malaysia-Singapore (about 1.3 per 
cent) and the Philippines (0.7 per cent) taking more 
than 0.5 per cent of the country’s exports. 


The sharp rise in imports has been spread over 
most categories, but particularly sharp increases have 
occurred in imports of transport equipment, sugar 
and other imported food-stuffs, and machinery. 
Again, though declining in relative importance, the 
United Kingdom remains the major source of imports, 
with about 30 per cent of the total, followed by 
Australia (21 per cent), United States (13 per cent) 
and Japan (8.5 per cent). Of the other countries of 
Asia, Hong Kong (1.9 per cent), Malaysia-Singapore 
(1.1 per cent) and India (about 1 per cent) are the 
main suppliers. 


During the year, New Zealand made the final 
repurchase of its own currency needed to eliminate 
its outstanding drawings from IMF, which reached 
a peak of NZ$142 million at the end of 1967. 


Population and labour force 


The rate of growth of New Zealand’s population 
has declined considerably by comparison with the 
rates of over 2 per cent per annum experienced in 
the early 1960s and about 1.8 per cent in the mid- 
1960s. In 1968 and 1969, the rate of increase fell 


to about 1 per cent, largely due to a substantial net 


emigration from the country. 


As prosperity has 
returned, the migration pattern has been gradually 
changing. For the year ending September 1970, 
there was a net migration gain of just over 5,000 


compared with losses of over 9,000 and over 14,000 


in the two preceding years. 


Birth rates seem to have stabilized at about 2.25 


_ per cent with death rates continuing to decline slightly 


to about 0.87 per cent. As a result, the rate of 
population growth is rising again, to about 1.5 per 
cent a year, and the total population is now about 


2.85 million. The proportion of Maoris in the 
population continues to rise, having grown from about 
7 per cent in 1961 to over 8 per cent now. 


The labour force increased particularly rapidly 
during 1970, by nearly 3 per cent. Despite this, a 
severe labour shortage persisted, as a result of which 
a considerably greater number of women entered the 
labour force, their numbers rising by 5 per cent, 
while there was a 16 per cent rise in the number of 
part-time workers. Another consequence has been a 
good deal of pressure during the year on the Govern- 
ment, particularly from manufacturers, to increase its 
assistance to immigration into the country. 


Monetary developments 


The money supply, narrowly defined as currency 
and demand deposits at the trading banks, grew by 
between 8 and 9 per cent during the year, as did 
the total of money supply and liquid assets (see table 
II-3-36). Time and fixed term deposits continued to 
grow at a very rapid rate, being 19 per cent higher 
in September 1970 than a year before. Finance 
companies in particular enjoyed rapid expansion, 
deposits, debentures, and notes held with them grew 
by over 50 per cent during the year. The rate of 
growth of small savings did not maintain the rapid 
expansion achieved in the previous year, the excess 
of deposits over withdrawals in the year to September 
being 12 per cent below the previous year’s. Trading 
bank advances rose markedly in March and have 
remained high since, being 15 per cent above the 
levels of the previous year on average from April 
to September and 18.5 per cent higher in October 
than in the same month of 1969. The net loans 
and advances of the larger finance companies in the 
middle of the year were over one-third higher than 
a year earlier. 


The Reserve Bank continued to set ceilings for 
bank advances, but those set for the “upper tier” of 
export advances are largely meaningless, as no 
penalties are applied if they are exceeded. The 
ceilings for other advances have been exceeded 
appreciably, and the authorities recently increased the 
penalties which will be applied to banks for exceeding 
their ceilings. A sliding scale of interest ranging 
from 7 per cent for small excesses to 10 per cent 
for larger ones is now applied to required borrowings 
from the Reserve Bank. 


By removing or relaxing controls over the interest 
rates which the banks can offer for long-term and 
larger deposits, the authorities moved further during 
the year towards encouraging the banks to compete 
more vigorously for these types of funds. The object 
is to reduce the ease with which other financial 
institutions can attract funds for lending. The banks 
have also been given some encouragement to do a 
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Table II-3-36. New Zealand: Money supply and selected 
liquid assets of the public 


(in million New Zealand dollars) 


Trading 
bank Other Time and 
& Notes , demand Money demand fixed term Seasonally 
Year and quarter coins deposits? supply deposits® Total deposits? Total adjusted® 
As at 

31 March 1966 . . 140.6 565.0 705.6 1,090.0 1,795.6 446.2 2,242.0 

1967"; 139.8 567.4 707.2 1,103.1 1,810.3 545.0 2,355.1 

1968" 133.6 550.7 684.3 1,152.4.0°91,836:7 609.1 2,445.8 

19602 3% 144.9 568.0 712.9 1,219.9 1,932.8 698.5 2,631.3 

1970. ee 166.7 595.4 762.1 1,235.3 1,997.4 863.8 2,861.2 

As at 

1968—31 March , . 133.6 550.7 684.3 1,152.4 1,836.7 609.1 2,445.8 ~ 2,459.2 
30 June... 133.2 567.5 700.7 1,181.4 1,882.1 635.8 2,517.9 2,528.4 
30 September . 139.1 549.6 688.7 21924  h8si.1 670.5 2,551.6 2,576.9 
31 December . 156.9 599.0 755.9 1,220.9 1,976.8 700.9 2,677.7 2,607.9 
1969—31 March. . 144.9 568.0 712.9 1,219.9 ~ 1,932.8 698.5 2,631.3 2,665.1 
30 Jane =. 144.4 583.6 728.0 1,231.7 1,959.7 751.6 Z,710o. a2. 250 
30 September . 149.3 572.2 721.5 1,239.7 1,961.2 804.9 2,766.1 2,792.5 
31 December . 168.1 608.9 777.0 1253.74 2030.4 887.3 2,918.0 2,841.9 
1970—31 March . . 166.7 595.4 762.1 1,235.3" 1j997.4 863.8 2,861.2 2,898.8 


30 June® . . 154.9 636.1 791.0 


Source: Reserve Bank of New Zealand. 


1,252.8 2,043.8 915.8 2,956.6 2,974.4 


* Notes and coins on issue minus till money of the trading banks. 


> Trading bank demand deposits minus the total of government deposits and trading bank deposits 
held by financial institutions including in the table. 


©Demand and call deposits of the Post Office Savings Bank, trustee savings banks, private savings 
banks, official money market, finance companies and current accounts of stock and station agencies, 
net of call and demand deposits of all these financial institutions with each other. 


4 Fixed deposits and wool retention accounts of trading banks plus all other time deposits and special 
deposits of the Post Office Savings Bank, private savings bank, trustee savings, term deposits of stock 
and station agencies, money market and finance companies, net of term deposits of all these financial 


institutions with each other. 
© Revised. 


f Provisional. 


higher proportion of their lending in the form of 
term loans on which no interest rate ceilings are 
imposed, as opposed to overdrafts for which rates 
remain officially fixed. However, the Government has 
not so far been prepared to use variations of interest 
rates on its own borrowing, save for a slight increase 
on government stock, or to raise other rates under 
its control as part of its policy to bring inflation 
under better control. 


Public finance 


Government expenditure rose appreciably during 
the year due to expansion of Government programmes 
and rising pay for public servants. The upsurge of 
expenditure in a period of inflation compelled the 
Government not only to raise taxation in its main 
budget in June, but also to introduce a supplementary 
budget in October in order to secure additional 
revenues. 


The expenditures and revenues inherent in the 
proposals brought down by the Government in its 
original budget in June are summarized in table 
II-3-37. It will be observed that the biggest percent- 
age increases were provided for assistance to farming, 
for electric power development, and for health and 
hospital services. By October, it was apparent that 
the 9 per cent increase in expenditure which had 
been budgeted for was an under-estimate and about 
arother NZ$115 million was required, bringing the 
increase for the year to over 16 per cent. 


On the taxation side, the Government, after 
giving notice of its intentions to reduce the rate of 
progression of the personal income tax and to lower 
the top personal rate from 66 per cent to 50 per cent 
from 1 April 1971, felt obliged to raise some 
additional revenue to reduce a prospective deficit. 
The Minister of Finance introduced a new tax of 
2 per cent of payrolls for all but the smallest enter- 
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Table II-3-37. New Zealand: Financing of government expenditure 


(in million New Zealand dollars) 


1968/69 1969/70 1970/71 
Ttem (Actual) (Actual) (Estimated) 
Expenditure 
Social services 
Monetary benefits 237.0 255.8 263.2 
Education 175.9 196.3 212.5 
Hospitals 126.6 141.1 154.0 
Other social services 104.5 113.8 121.5 
644.0 707.0 751.2 
Defence 85.3 89.7 96.9 
Administration 102.5 114.1 122.5 
Stabilization 16.4 yee 17.0 
Maintenance of marks: etc. 39.5 42.1 43.4 
Development of industry . 5 65.1 81.5 102.9 
Interest and management of public debt 6 133.4 145.2 154.0 
Roading ¢ 72.8 77.6 82.4 
Works and capital ipdtanices 3 187.1 191.6 205.0 
a 702.1 759.0 824.1 
Total expenditure 1,346.1 1,466.0 [Wey bop 
Supplementary 25.0 
1,600.3 
Financed from 
Taxation 
Income and social security tax . 691.6 779.2 850.0 
Customs, sales tax and beer duty . 236.9 253.8 285.5 
Other taxation 63.6 69.1 88.87 
Total taxation 992.1 1,102.1 1,224.3 
Other receipts (interest, profits, etc.) 149.1 163.3 173.7 
1,141.2 1,265.4 1,398.0 
Highways revenue ‘ 67.1 79.7 83.5 
Other miscellaneous receipts . 28.8 43.0 25.0 
—— 1,237.1 1,388.1 1,506.5 
Amount to be financed from borrowing . 109.0 77.9 93.8 
Borrowing in New Zealand . 194.9 240.0 
Less repayments in New Zealand . 77.4” 138.8 
177.5 101.2° 
Less purchase of investments . + 3.9" “193° 
Net borrowing in New Zealand 121.4 120.5 
Internal surplus (+) deficit ie ) + 12.4 + 42.6 
Borrowing overseas ; 47.7 pw 
Less repayments overseas 46.6 16.5 
man a! — 10.8 
Plus sales (less purchase) overseas investments — 3.6 sam ay) 
Net borrowing overseas Ss fs) == 17.8 
Balance + 99 + 24.8 
as — 12.8 
Cash surplus (+) deficit (—) + 9.9 e120 


Source: Reserve Bank of New Zealand. 


* Includes payroll tax NZ$20 million. 
> Includes devaluation on I.M.F. drawings NZ$25.5 million. 


© Excludes Treasury Bills encashed NZ$169.9 million. 
4 Includes NZ$35 million deposited with trading banks in 1968/69 and NZ$30 million in 1969/70. 
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prises and made it non-deductible for purposes of 
company tax, but exempted some sectors, such as 
farmers, and provided for rebates for exporters. He 
also announced his intention to abolish, as from 
April 1971, a rebate on taxable dividends for all 
but those on relatively low incomes. The big increase 
in expenditure for which provision had to ‘be made 
in October required further exactions to be made 
from the taxpayer in a supplementary budget. On 
that occasion, after announcing that the Committee 
of Officials on Public Expenditure had been instructed 
to base plans for expenditure in 1971/72 on an 
increase in real terms of no more than 4 per cent, 
compared with 8 per cent in 1970/71, the Minister 
introduced a temporary surcharge on personal income 
taxes of 10 per cent for eight months, estimated to 
bring in an additional NZ$50 million. Duties on 
cigarettes and tobacco were also increased, along with 
charges for postal and rail services (although these 
latter were later deferred until January 1971 as part 
of the price freeze). Provision was also subsequently 
made for a 3 cents a gallon tax on motor spirits to 
provide a supplement to the property tax to meet the 
requirements of local authorities. The new taxes will 
bring the growth of revenue into closer conformity 
with the growth of expenditure, but a fairly substantial 
deficit before borrowing will remain. 


Major policy issues of 1970 and outlook for 1971 


The major domestic policy issue of 1970 was 
inflation. The Government is now seeking the right 
combination of policies to curb the spiral of costs 
and prices which, if it persists, will not only continue 
to cause internal disharmony but also undermine the 
stimulus to export expansion which resulted from 
previously firm fiscal policies and devaluation. 


Measures to bring inflation under better control 
are important to the policies needed to improve the 
efficiency of production in New Zealand, so that 
progress towards the expansion and diversification of 
the country’s export trade will continue and a wider 
range of industries will become capable of supplying 
domestic requirements at prices which are internation- 
ally competitive. To expose New Zealand’s industries 
to greater competition by removing import licensing 
and replacing this protection with a well-considered 
tariff is also an important element in progress towards 
this objective. Moreover, if its anti-inflationary 
policies are less successful than it hopes, the growth 
of the balance of payments deficit can be expected 
to accentuate the Government’s natural caution’ in this 


field of policy. 


On the external front, while the Government’s 
major diplomatic activity in 1971 must necessarily 
be centred on the problems raised by the United 
Kingdom’s bid for membership of EEC, increasing 


attention will also have to be paid to laying the basis 
for continued development of trade and aid activities 
in Asia and the Pacific basin. This area must con- 
tinue to play an increasingly larger role in the 
country’s economic life. 


Pakistan 


Pakistan’s gross national product (GNP) rose 
by 5.8 per cent in 1969/70, the last year of the third 
five-year plan. In the third plan period, as a whole, 
GNP rose by an average of 5.7 per cent per annum, 
compared with the plan target of 6.5 per cent. The 
fourth five-year plan, launched on 1 July 1970, has, 
as its goal, an average annual growth rate of 6.5 
per cent during 1970-1975. The annual plan for 
1970/71, the first year of the fourth plan, envisaged 
a growth rate of 6.2 per cent, but, on account of 
the damage caused by floods and cyclones in East 
Pakistan, the actual growth rate may turn out to be 
somewhat lower. 


Though the 5.7 per cent per annum growth rate 
achieved in the third plan (1965-1970) fell short of 
the target of 6.5 per cent, it represents a considerable 
achievement when account is taken of the number 
of problems faced by the country in this period. The 
hostilities between Pakistan and India in 1965 not 
only caused temporary dislocation of economic ac- 
tivity but also entailed substantial diversion of 
resources to defence. Reduced availability of foreign 
assistance, and droughts and floods in 1965/66 and 
1966/67, necessitating substantial imports of food- 
grains, further reduced resources available for de- 
velopment. The expansion of productive capacity, 
particularly in the manufacturing sector, was therefore 
much less than planned, and even existing industrial 
capacity could not be fully utilized because of a 
shortage of imported raw materials. Finally, the 
socio-political situation in 1968/69 adversely affected 
both industrial growth and exports. In fact, it was 
mainly the break-through in agriculture in West 
Pakistan which helped the country to achieve a 
respectable rate of growth of 5.7 per cent per annum 
during the third plan period, despite a number of 
adverse factors. 


The resource squeeze faced by the country in 
the third plan period not only affected the level of 
investment, it also led to severe curtailment of 
expenditure on social services. At the same time, 
the effort to protect the investment level through 
increased resort to credit creation and higher rates 
of indirect taxes led to a pronounced rise in the price 
level. Real wages are reported to have declined by 
about one-third during the sixties.1 According to 
the Fourth Plan’s review of developments during the 


1 The Fourth Five-Year Plan, p. 13. 
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Third Plan period, the unemployment situation re- 
mained acute, while inter-personal and inter-regional 
inequalities of income and wealth increased. Dis- 
satisfaction with this pattern of growth was an 
important element in the disturbances of the winter 
of 1968-1969. 


The Fourth Plan (1970-1975) marks a bold 
departure from the development strategies pursued in 
the preceding plan periods. It proposes a more than 
150 per cent rise in public sector allocations for 
social services compared to the Third Plan. It 
accords substantially greater attention to East Pakis- 
tan in regional allocations for development with a 
view to reducing inter-regional income disparities. 
It proposes a number of measures to bring about a 
more equitable distribution of personal income. 


Major developments in 1969/70 


The Annual Plan for 1969-1970 aimed at 
achieving an over-all growth rate of 6.5 per cent with 
the agricultural sector growing at about 5 per cent 
and industry at about 10 per cent. According to 
provisional estimates, GNP (at 1959/60 factor cost) 
increased by 5.8 per cent. The agricultural sector 
grew at 6.1 per cent which was higher than the 
Annual Plan target but the over-all growth rate fell 
short of the target due mainly to a smaller than 
anticipated rise in industrial production and a decline 
in the level of construction activity. Gross per capita 
income (at 1959/60 factor cost) is estimated to have 
risen from Rs 410 in 1968/69 to Rs 423 in 1969/70, 
an increase of 3.2 per cent compared to 3.0 per cent 
in 1968/69. 


Fixed investment as a proportion of GNP at 
current prices is estimated to have declined from 
12.9 per cent in 1968/69 to 12.3 per cent in 1969/70. 
The year also’ witnessed a substantial slowing down 
in exports. Recorded receipts from merchandise 
exports increased by less than 1 per cent in 1969/70 
compared to 9.4 per cent in 1968/69. Actual dis- 
bursements of foreign assistance in 1969/70 were 
higher compared to the preceding year, permitting 
some rise in the level of imports. The rate of 
monetary expansion accelerated. This seemed to be 
related in some measure to the larger wage bill which 
followed implementation of a new wage policy, and 
larger consumption expenditures appeared to have 
accentuated the price rise. These developments have 
to be viewed, however, in the context of a number 
of policy measures which were initiated after March 
1969 for the purpose of bringing about a better blend 
between economic growth and social justice. The 
Government sought to bolster the economic position 
of poorer sections of population through a new wage 
policy and other measures including a sizable increase 
in government “consumption expenditure” devoted to 


social services. This has naturally resulted in a faster 
rise in consumption expenditures in the economy. 
As it has not been possible to mobilize additional 
resources in equal measure, investment has had to 
bear the impact. The slowing down in exports, 
particularly of manufactured goods, is also partly a 
reflection of the liberalization of consumption in a 
situation where insufficient availability of commodity 
assistance is holding down production levels. 


Resources and expenditure 


As against the rise of 5.8 per cent in real GNP, 
the gross national product at current prices rose by 
9.2 per cent in 1969/70. Imports on current account 
rose by 11.7 per cent, compared with the decline of 
5.5 per cent in the preceding year. Total national 
resources at Rs 85,840 million represented a rise of 
9.4 per cent. 


The bulk of the increase in national resources 
during 1969/70 went to meet the consumption demand 
of the government and private sectors. Government 
consumption rose by 20.4 per cent in 1969/70, 
compared with the rise of 9.1 per cent in the preceding 
year. This reflected the full impact of the increase in 
the pay structure of government employees effectuated 
in the second half of 1968/69 as well as increased 
appropriations for defence and social sectors. Private 
consumption went up by 9.8 per cent in 1969/70, 
compared with the rise of 7.4 per cent in the 
preceding year. 


Total investment in 1969/70 at current prices 
was estimated at Rs 10,600 million which, compared 
with Rs 10,224 million in the preceding year, repre- 
sented a rise of only 3.7 per cent. As consumption 
expenditures rose more than proportionately to the 
rise in GNP, investment as a proportion of GNP 
fell from 14.2 per cent in 1968/69 to 13.5 per cent 
in 1969/70. Savings as a proportion of GNP 
declined from 10.9 per cent to 9.7 per cent. 


Taking the third plan period as a whole (1965- 
1970), gross investment as a proportion of GNP fell 
from 18.3 per cent in 1964/65 to 13.5 per cent in 
1969/70. This was caused by a fall in both the 
average rate of domestic savings and net resource 
transfers from abroad. The savings/GNP ratio de- 
clined from 11.7 per cent in 1964/65 to 9.7 per cent 
in 1969/70, while the ratio of net resource transfers 
from abroad to GNP fell from 6.6 per cent to 3.8 
per cent. Domestic savings financed 72 per cent of 
investment in 1969/70 against 64 per cent in 1964/65, 
while the share of external resources in the financing 
of investment went down from 36 per cent to 28 
per cent over the period. 
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Table II-3-38. Pakistan: Resources and expenditure at current prices 
Annual change 
(percentage) 
1964/65 1965/66 1966/67 1967/68 1968/69 1969/708 
Item (in million Pakistani rupees) 1968/69 1969/70 
1. GNP at market prices 48,616 53,037 62,411 66,082 72,000 78,600 9.0 Ps 
2. Imports on current ac¢ount” 6,200 5,800 7,120 6,860 6,480 7,240 —5.5 Alb bye 
3. Total national resources. . . 4% 54,816 58,837 69,531 72,942 78,480 85,840 7.6 9.4 
4. Total investment . 8,890 8,030 9,545 9,572 10,224 10,600 6.8 Sty 
5. Government consumption 3,247 4,949 4,424 4,568 4,985 6,000 9.1 20.4 
6. Private consumption . 39,669 42,368 52,022 55,092 59,171 64,990 7.4 9.8 
dy) RDG a ace > sel fe Be 3,010 3,490 3,540 3,710 4,100 4,250 10.5 3.7 
8. Total national expenditure . 54,816 58,837 69,631 72,942 78,480 85,840 7.6 9.4 
OP (Domestic. savings. a. os. = ees 5,700 5,720 5,965 6,422 7,844 7,610 22.1 —3.0 
10. Net resource transfer from abroad” . 3,190 2,310 3,580 3,150 2,380 2,990 —24.4 25.6 
Saviiigs/GNPACSA)M Re ee 11.7 10.8 9.6 9.7 10.9 9.7 
Net resource transfer from abroad/GNP (%) 6.6 4.4 5.7 4.8 Fe 3.8 
Investment/GNP (% ied 18.3 15.1 15:3 14.5 14.2 13.5 
Exports (GNP ES) sey xs ) 6.2 6.6 ee 5.6 ey 5.4 
Source: Plan documents. 

* Provisional. 

» Imports on current account’ include all payments except ‘principal repayments’ on account of debt servicing. ‘Net resource 
transfer from abroad’ represents the difference between ‘imports on current account’ and export earnings. This concept is 
used to determine savings rates. It differs from the concept of net foreign assistance, which simply deducts entire debt 
servicing from gross aid flows. 

Agriculture per cent in the previous plan period. This accelera- 


The rate of growth of agricultural production 
accelerated sharply in 1969/70, with substantial ex- 
pansion in the output of both food and non-food 
crops. The index of agricultural production rose by 
6.8 per cent, almost twice the rate of 3.5 per cent 
recorded in the preceding year. The output of food 
crops went up by 7.7 per cent in 1969/70, compared 
with 3.6 per cent in the preceding year. The rise 
‘was even more pronounced in the case of the fibre 
‘crops cotton and jute, the combined output of which 
rose by 9.3 per cent in 1969/70, as against a decline 
of 2.8 per cent in the preceding year. 


The production targets laid down in the annual 
plan for 1969/70 were more than fulfilled in the 
‘case of wheat in West Pakistan and jute in East 
Pakistan, and nearly achieved in the case of rice. 
The per acre yield of all the major crops showed 
an appreciable rise in 1969/70, compared with the 
preceding year. Greater diffusion of improved agri- 
cultural practices played an important part in raising 
the yield from various crops. The quantity of im- 
proved seeds of major crops distributed is estimated 
to have gone up to 61,000 tons in 1969/70, compared 
with 57,000 tons in 1968/69. The consumption of 
fertilizers rose to an estimated 472,000 nutrient tons 
in 1969/70, compared with 353,000 nutrient tons in 
the preceding year. 


Agricultural production is estimated to have risen 
at an average annual rate of 4.5 per cent in the 
third plan period (1965-1970), compared with 3.4 


tion in the growth rate was achieved despite adverse 
weather conditions for two consecutive years in 
1965/66 and 1966/67 and a cut of about 12 per cent 
in the third plan allocations for agriculture at the 
time of the revision of the plan in 1967. The 
improvement was a result mainly of the adoption by 
farmers of new technology based on the use of better 
varieties of seed and fertilizers, a process which was 
greatly facilitated by increased availability of irriga- 
tion water. Improved agricultural credit facilities, 
subsidization of farm inputs, and guaranteed prices 
in the case of certain crops have been other important 
factors in speeding up agricultural progress. For 
various reasons, progress has been much more rapid 
in West Pakistan than in the eastern part of the 
country. The newly introduced high-yielding seed 
varieties have proved better suited to conditions in 
West Pakistan than in East Pakistan. The consump- 
tion of fertilizers has also risen more rapidly in 
West Pakistan than in the east because of the larger 
size of holdings, climatic factors, and the better 
financial position of farmers. Inadequate irrigation 
facilities, plus the frequent incidence of floods, have 
been other factors holding back progress in agricul- 
ture in East Pakistan. However, in West Pakistan 
also, small farmers and rain-fed areas have derived 
much less benefit from new technological advances. 
The breakthrough in agriculture has thus resulted in 
an increase of inter-personal and inter-regional in- 
come disparities which will have to be taken into 
account in the fourth plan period. 


_— —s 
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Among individual crops, best results have been 
achieved in the case of wheat. Prior to 1966/67, 
wheat production averaged 3.6 million tons between 
1955 and 1960, and 4.1 million tons between 1960 
and 1965. Average production in the last three years 
of the third plan period, following successful planting 
of the new Mexi-Pak wheat, amounted to 6.7 million 
tons, representing an increase of over 63 per cent 
compared with the average for 1960-1965. Rice 
production has also benefited from the introduction 
of a new IRRI variety, but it has not proved as 
adaptable in East Pakistan as in West Pakistan. The 
per acre yield of rice had gone up to 14.1 maunds? 
in 1969/70 in West Pakistan, compared with the 
average of 10.1 maunds in 1960-1965. In East 
Pakistan, on the other hand, the highest yield attained 
so far has been 12.6 maunds per acre in 1968/69, 
as against the average of 12.1 maunds per acre in 
1960-1965. A new monsoon variety of IRRI rice 
with greater capability to withstand floods and better 
suited to conditions in East Pakistan is likely to 
become available in the fourth plan period and may 
help raise rice production appreciably. The produc- 
tion of maize, also, has been stimulated by the 
introduction of new hybrid varieties, and there is 
potential for a further appreciable rise in production 
provided an adequate supply of water can be assured. 


Production of foodgrains rose substantially in 
the third plan period, but the rise in output of the 
two major cash crops, jute and cotton, was not as 
great. Cotton production rose by about 42 per cent 
between 1964/65 and 1969/70 as a result of increased 
acreage and higher yield per acre. As regards jute, 
the yield per acre actually showed a decline and the 
increase in production fell considerably short of the 
third plan target. 


Industry 


Output in the large-scale manufacturing sector 
is estimated to have risen by 7.5 per cent in 1969/70. 
This was well below the annual plan target of 12 
per cent and was also lower than the rise of 10.8 
per cent in the preceding year. Production statistics 
relating to individual industries show that, while 
certain industries recorded a major deceleration in 
the rate of growth of production in 1969/70 compared 
with the preceding year, others showed a marked 
improvement. Significant increases in the rate of 
growth of production occurred in the industries 
producing cotton yarn, cotton textiles, vegetable 
products, non-alcoholic beverages and safety razor 
blades; increases which appeared to be related to 
rising domestic demand for these common items of 
consumption. The group of industries producing 
fertilizers and other requirements of agriculture also 
recorded larger production gains in 1969/70, follow- 


2 One maund = 82.286 lb. 


ing from the increased demand for these items arising 
from the recent developments in the agricultural 
sector. On the other hand, there was a major decline 
in the rate of growth of production of cement, paints 
and varnishes, and certain building materials, on 
account of depressed activity in the construction 
sector. A number of industries based primarily on 
imported raw materials also recorded smaller pro- 
duction gains in 1969/70. 


During the third plan period as a whole, the 
output of large-scale industries increased at an average 
annual rate of 8.6 per cent, against the plan target 
of 13 per cent and the second plan average of 15 
per cent. A number of factors appeared to have 
contributed to the slowing down in the rate of 
industrial growth and non-fulfilment of the third plan 
target. Investment in industry fell short of planned 
levels in both the public and the private sectors. 
Investment in industry in the public sector is estimated 
to have amounted to Rs 2,331 million, as against the 
revised third plan allocation of Rs 3,513 million. 
Though figures of actual private investment in 
industry in the third plan period as a whole are not 
yet available, data relating to sanctions issued disclose 
a considerable shortfall. As against the third plan 
target of Rs 9,287 million, actual sanctions issued up 
to March 1970 amounted to Rs 6,326 million only. 
The slowing down in industrial sanctions was partly 
a matter of policy, as, for balance of payments 
considerations, a decision was taken to follow a more 
selective policy in regard to the setting up of import- 
based industries. Also, private investment in industry 
was affected by the disturbances in 1968/69. 


While additions to capacity proceeded much 
more slowly than originally planned, the rate of 
growth in industrial production during the third plan 
period was also below expectations because of sub- 
stantial under-utilization of existing capacity. The 
major reason for this was, of course, the shortage 
of imported raw materials which was a result both 
of inadequate availability of commodity assistance 
and of larger foreign exchange expenditure on food 
imports, defence, debt servicing and imports of 
agricultural inputs needed for the planned expansion 
of agricultural production. Capacity utilization in 
industry was probably affected by certain factors on 
the demand side also. The effective price of imported 
raw materials rose considerably after 1967 on account 
of progressive placement of the bulk of industrial 
raw material requirements on the cash-cum-bonus 
import list which meant an effective import surcharge 
of 80 per cent or more, depending on the ruling 
prices of bonus vouchers. An increase in wage 
levels further added to the cost of production. A 
number of industries catering for less essential 
requirements probably found it difficult to pass on 
the increase in their costs (plus the burden of 
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increased indirect taxation) to the consumer in the 
form of final prices; i.e. the more elastic the consumer 
demand, the greater the under-utilization of industrial 
capacity. 


» 


Monetary and price situation 


The rate of monetary expansion rose to 10.7 
per cent in 1969/70, compared with 9.7 per cent in 
the preceding year. An expansion of Rs 1,473 
million in bank credit to the private sector was the 
major factor responsible for the rise of Rs 2,052 
million in monetary assets during 1969/70. By 
contrast, the expansionary influence of the private 
sector in the preceding year was a mere Rs 149 
million, as the demand for bank credit had been 
adversely affected by the socio-political situation. 
Government borrowing from the banking system 
exercised a much smaller expansionary influence of 
Rs 759 million in 1969/70, compared with Rs 1,302 
million in the preceding year. The influence of the 
foreign sector was contractionary (Rs 153 million), 


in contrast to its strong expansionary influence (Rs 
568 million) in 1968/69. 


The large expansion in bank credit to the private 
sector in 1969/70 reflected the increased tempo of 
business activity after the depressed conditions in the 
latter half of 1968/69. An additional factor was the 
increase in the working capital requirements of 
industry following the general rise in wage levels. 
Government, on the other hand, was able to reduce 
its recourse to the banking system on account of a 
reduced need for funds for commodity financing 
operations. 


The disparity between monetary demand and the 
availability of goods and services led to a further 
rise in prices in 1969/70. With respect to the prices 
of staple foodgrains, wheat prices were almost un- 
changed due to a comfortable supply situation. Rice 
prices in East Pakistan rose sharply in the first half 
of 1969/70 but declined subsequently as the supply 
position improved, and the monthly average of the 
wholesale price index for rice recorded a rise of 2.4 
per cent over the year. It is significant that, despite 
the relative stability of wheat prices in West Pakistan, 
the sub-index of food prices in consumer price indexes 
of both industrial workers and clerical wage earners 
at almost all centres in West Pakistan showed a fairly 
sharp rise. This reflected the growing imbalance 
between the demand for and supply of noncereal 
food items. 


The wholesale price index of manufactured goods 
recorded a rise of about 3 per cent during 1969/70 
(6 per cent in 1968/69), and the monthly average 
of the over-all consumer price index for industrial 
workers recorded a rise of 3.1 to 6.2 per cent at 
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various centres during the year. In the third plan 
period as a whole, the consumer price index for 
industrial workers went up by 21.7 to 26.9 per cent 
at various centres. 


The fast pace of monetary expansion appeared 
to have been an important element in the rise of 
prices. In the five years ended June 1970, monetary 
assets increased by about 68 per cent, as against a 
rise of about 32 per cent in GNP. The increase in 
the level of indirect taxes, inadequate expansion in 
per capita availability of a number of items in the 
food group, and the rise in the cost of imports 
appeared to have been other important causes of the 
rise in the price level. The pronounced increase in 
the production of wheat did not bring about a fall 
in wheat prices on account of the wheat price support 
scheme. 


Public sector financing 


A large tax effort was mounted in fiscal year 
1969/70 to provide for the larger budgeted expendi- 
ture on social services without affecting the size of 
the development programme. The tax measures in- 
cluded the imposition of a wealth tax on agricultural 
land and adjustments in income tax rates, the sales 
tax, and customs duties, including an increase in 
the import duty machinery and its components. At 
the province level, water rates and electricity duty 
rates were raised in West Pakistan. The effect of 
the new tax measures taken by the Central Govern- 
ment, after allowing for tax relief on a number of 
items, was expected to be a net gain of Rs 470 million, 
and total revenue receipts of the Central Government 
in 1969/70 were expected to amount to Rs 8,003 
million as against budgeted revenue expenditure of 
Rs 4,883 million. After allowing for Rs 1,237 million 
payable to the provinces, the Central Government’s 
revenue surplus available for financing the develop- 
ment programme was expected to amount to Rs 1,883 
million. According to the revised estimates for 
1969/70, however, the revenue surplus amounted to 
only Rs 1,309 million because of some shortfall in 
receipts and increase in revenue expenditure. The 
annual development programme for 1969/70 had 
provided for deficit financing of Rs 400 million, but 
actual deficit financing during the year is reported 
to have amounted to the somewhat higher figure of 
Rs 450 million. 


Public sector development expenditure in the 
entire third plan period is estimated at Rs 21,746 
million, as against the plan target of Rs 30,000 
million. There was a shortfall in the availability of 
both domestic and foreign resources as will be seen 
from the following table: 
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Table II-3-39. Pakistan: Financing of the second 
and third plans—public sector 


(in million Pakistani rupees) 


Second 


plan Third plan 
Projec- Esti- Differ- 
Item Actuals tions mated ence 
Revenue surplus. . . . 2,194 8,600 1,048 —7,552 
Netecapital xeceipts@ar)s 5) 91,995. .2;400, | 1,229 .—1,171 
Additional taxation . . . 1,800 3,000 6,523 3,523 
Deficit financing. . . . 1,135 2,500* 2,635 135 
Total domestic resources. 7,124 16,500 11,435 —5,065 
Foreign resources . . . 6,826 13,500 10,311 —3,189 
Grand total. . . 13,950 30,000 21,746 —8,254 


Source: The Fourth Five-Year Plan 1970-75, Planning Com- 
mission, Government of Pakistan, July 1970. 


* Deficit financing level indicated in the plan was Rs 
1,5000 million. An unbridged gap of Rs 1,000 million 
was left in the financing picture. This is shown here 
as likely additional deficit financing. 


As against the estimate of Rs 13,500 million, 
the actual availability of foreign resources during the 
third plan period amounted to Rs 10,311 million. 
The availability of internal resources for development 
purposes was affected on the one hand by the increase 
in defence expenditure following the hostilities with 
India in 1965 and the suspension of United States 
military assistance, and on the other by the shortfall 
in revenue receipts caused in part by a fall in customs 
receipts resulting from the reduction in the volume 
of foreign economic assistance. The shortfall in 
internal resource availability would have been greater 
but for the massive additional tax effort which, during 
the third plan period, is estimated to have yielded 
a sum of Rs 6,523 million, as against the original 
plan target of only Rs 3,000 million. 


Balance of payments 


The over-all balance of payments recorded a 
deficit of Rs 184.3 million? during 1969/70, com- 
pared with the surplus of Rs 442.5 million in 1968/69. 
The adverse swing from a surplus to a deficit during 
the year was the combined result of a decline in net 
receipts under transfer payments and a fall in capital 
inflow and a larger deficit on goods and services 
account. The deficit on goods and services account 
during 1969/70 amounted to Rs 2,716.8 million, 
compared with Rs 2,569.0 million in 1968/69. The 
gold and foreign exchange reserves of the country 
declined by Rs 54.7 million to Rs 1,367.8 million 
at the end of 1969/70. But for the drawing of Rs 
166.7 million from the IMF in August 1969 and the 
allocation of Rs 150.4 million of Special Drawing 
Rights in January 1970, the fall in reserves would 
have been much greater. 


3 Excluding Special Drawing Rights of Rs 150.4 million. 


Foreign exchange receipts from merchandise 
exports (f.o.b.) during 1969/70 amounted to Rs 
3,142.9 million, compared with Rs 3,123.4 million 
in the preceding year, showing a nominal rise of less 
than one per cent. The increase in over-all export 
earnings during the year occurred almost entirely 
under manufactured goods exports, and this increase 
was largely offset by lower earnings from exports of 
primary commodities. At Rs 1,344.2 million, export 
earnings from primary products during 1969/70 were 
down by about 12 per cent from the 1968/69 level. 
Earnings from manufactured goods exports, on the 
other hand, rose by about 12 per cent to Rs 1,906.9 
million during this period, and constituted about 59 
per cent of total export receipts. The rate of growth 
in manufactured goods exports was, however, marked- 
ly lower than the rate of 19 per cent recorded in 
1968/69. The fall in earnings from primary products 
mainly resulted from slow growth in production in 
the face of rising domestic consumption. The re- 
duction in the rate of growth of manufactured goods 
exports appeared to have been caused by a smaller 
rise in industrial production in 1969/70 compared 
with the preceding year and higher domestic con- 
sumption demand. 


Imports (f.o.b.), including aid-financed imports, 
amounted to Rs 4,998.9 million in 1969/70, compared 
with Rs 4,575.1 million in the preceding year, a rise 
of about 9 per cent. Actual disbursements of foreign 
assistance in 1969/70 were estimated at $550 million, 
as against $517 million in the preceding year. Of 
this, an amount of $205 million was attributable to 
non-projected assistance, while the rest was in the 
form of project assistance. In addition, a sum of 
$87 million was obligated under the United States 
Public Law 480 during the first nine months of 
1969/70. 


The balance of payments developments during 
the third plan period as a whole disclose certain 
striking trends. Foreign exchange earnings from 
merchandise exports rose at an average annual rate 
of about 6.5 per cent, and the export of manufactured 
goods increased at an average annual rate of about 
20 per cent. Export earnings from primary com- 
modities, on the other hand, actually recorded a 
declining trend. Starting from 1970/71, the first 
year of the fourth plan, a 10 per cent bonus on the 
export of all primary commodities has been allowed 
to boost up their production and exports. As against 
the 6.5 per cent average annual rate of growth in 
merchandise exports and about 8 per cent annual 
rate of growth in total foreign exchange earnings 
during the third plan period, merchandise imports 
grew at an average annual rate of hardly 2 per cent. 
This was a consequence mainly of the significant 
slow down in the availability of foreign assistance 
which adversely affected the country’s import capacity, 
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a hardening in the terms of foreign assistance, and 
an increase in debt servicing liability. During the 
third plan period, the gross flow of external assistance 
increased by about 37 per cent over the second plan 
period, but, on account of rising debt servicing 
liability, the level of the net flow of external assistance 
in 1969/70 was about the same as in 1964/65. The 
ratio of debt servicing to exchange earnings moved 
up from 1] per cent in 1964/65 to"19 per cent in 
1969/70. To adjust to the situation created by the 
reduced import capacity of the economy caused by 
the above-mentioned factors, the effective price of 
imports was raised appreciably by placing most 
industrial raw materials on the cash-cum-bonus list, 
under which an importer has to purchase bonus 
vouchers for half his requirements to get cash licences 
for the remaining half. This has helped to balance 
the potential demand for these goods with the reduced 
availability of external resources, thereby avoiding 
the need for more stringent quantitative import con- 
trols. However, the decline in the availability of 
foreign assistance has given rise to the problem of 
substantial excess capacity in industry and retarded 
the country’s industrial growth. 


Outlook for 1970/71 


The annual plan for 1970/71, the first year of 
the fourth five-year plan, envisages a growth rate of 
6.2 per cent, as against the 5.8 per cent achieved in 
the preceding year. The main acecleration is ex- 
pected to be in agriculture, though an appreciable 
increase in output is also anticipated in the industrial 
sector. The 1970/71 target for rice production in 
East Pakistan is set at 12.5 million tons, about 8 
per cent higher than the estimated output of 11.5 
million tons in 1969/70. Jute production in East 
Pakistan is expected to rise from 7 million bales in 
1969/70 to 7.4 million bales in 1970/71, an increase 
of about 6 per cent. In West Pakistan, wheat pro- 
duction in 1970/71, is expected to rise to 7.5 million 
tons, showing an increase of about 7 per cent com- 
pared with the preceding year, while the target for 
cotton production is about 10 per cent higher. In 
the field of industry, the main increases in output 
are expected to take place in jute and cotton textiles, 
sugar, chemicals, and fertilizers. 


The size of the annual development programme 
in 1970/71, the sectoral priorities, the regional 
breakdown of development expenditure, and other 
policy measures incorporated in the annual plan are 
oriented to make a decisive beginning towards the 
achievement of the objectives and targets of the fourth 
five-year plan (1970-1975) launched on 1 July 1970. 
As mentioned earlier, the fourth plan makes a bold 
departure from some of the policies pursued in the 
past. Though achievement: of an adequate rate of 
growth remains an important objective of policy, the 


pattern of growth has to be so moulded as to better 
satisfy social objectives. More specifically, the fourth 
plan aims at reversing the trend towards growing 
inter-personal and inter-regional income inequalities 
and “to direct the forces of economic and social 
change towards the establishment of a just society”. 


The annual plan postulates a rise of over 24 
per cent in the size of the public sector development 
programme from an estimated Rs 6,300 million in 
1969/70 to Rs 7,770 million in 1970/71. Such a 
marked increase is considered necessary to arrest the 
falling trend in investment, to stimulate growth in 
the less developed areas, and to improve and streng- 
then social services. It is significant that about 90 
per cent of the total increase in the size of the 
programme has been earmarked for East Pakistan to 
speed up its economic growth and hence to reduce 
inter-regional disparities. Out of the total programme 
of Rs 7,700 million, Rs 4,150 million (or nearly 
54 per cent) is to be spent in East Pakistan, and 
this will mean an increase of about 48 per cent in 
1970/71 compared with expenditure in the preceding 
year. The projected expenditure of Rs 3,550 million 
in West Pakistan represents a rise of only 5 per cent 
and constitutes 46 per cent of total development 
expenditure. 


The sectoral allocations in the public sector 
development programme for 1970/71 reflect the in- 
creased emphasis accorded to social objectives of 
development policy in the fourth five-year plan. As 
against the 24 per cent increase in the size of the 
over-all programme, expenditure on education is 
postulated to rise by 93 per cent, on health and 
family planning by 73 per cent, and on physical 
planning and housing by 29 per cent over the preced- 
ing year’s targets. The annual plan incorporates a 
number of measures designed to stimulate private 
investment in East Pakistan, including specific targets 
for funds to be disbursed in East Pakistan by the 
various government-sponsored financial institutions. 


It is too early to judge how far the objectives 
of the annual plan for 1970/71 will be realized in 
practice. The devastating floods and cyclones in East 
Pakistan caused considerable damage to crops, and 
this is likely to affect the growth rate. According 
to the Jute Board, floods in September 1970 reduced 
the jute crop by about 0.2 million bales. The floods 
also affected the Aus rice crop in East Pakistan, 
and the devastating cyclone in the coastal areas of 
East Pakistan in November 1970 caused further 
damage to agricultural crops. There are indications 
that cotton output in West Pakistan may also fall 
short of the target of 3.3 million bales. Taking into 
consideration the factors affecting other sectors of 
the economy, and depending on the size of the wheat 
crop that is yet to be harvested, the likelihood is 
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that the economy may achieve a growth rate of 5 
to 5.5 per cent in 1970/71, as against the annual 
plan target of 6.2 per cent. 


There is also likely to be some shortfall in the 
achievement of the financial targets of the annual plan. 
As mentioned earlier, the annual plan postulated a 
rise of about 24 per cent in development expenditure 
during 1970/71. According to resource estimates of 
the Planning Commission, the implementation of a 
programme of the proposed size of Rs.7,700 million 
would have necessitated raising Rs 1,200 million by 
way of additional taxation and deficit financing. As 
the scope for deficit financing within “safe limits” 
was adjudged to be no more than Rs 600 million, 
an equal amount needed to be raised by way of 
additional taxation. As against this, the tax proposals 
of the Central Government budget for 1970/71 were 
intended to raise only about Rs 400 million from a 
number of alterations in existing tax rates, and the 
budgets of the various Provincial Governments con- 
tained no fresh taxation measures. Moreover, about 
a month after the announcement of the Central 
Government budget, a number of modifications in 
the original tax proposals were made in response to 
difficulties and grievances voiced by the public 
affected. Non-development expenditure, on the other 
hand, is likely to exceed the earlier estimate on 
account of flood and cyclone relief in East Pakistan. 
To reduce the incidence of these factors on the size 
of the annual development programme for 1970/71, 
a number of fiscal measures, including a 10 per cent 
surcharge on income tax assessments, were announced 
in January 1971 to raise additional resources of 
Rs 170 million. 


A number of changes in the export bonus system 
were announced in July 1970 on the basis of a 
review of the working of the scheme in the third 
plan period. For the first time, the two major cash 
crops (cotton and jute) have been brought within 
the purview of the bonus scheme. It has been 
decided that exports of cotton and jute (and all 
other primary commodities) will be entitled to a 
bonus of 10 per cent. At the same time, all products 
which had so far received bonuses of 30 and 40 
per cent were made eligible to receive bonuses of 
35 and 45 per cent respectively. The bonus on home 
remittances was also raised from 40 to 45 per cent, 
while foreign tourists were allowed a bonus of 45 
per cent on the foreign exchange that they converted 
in Pakistan. On the payments side, a number of 
items of invisible payments have been shifted to the 
cash-cum-bonus rate,* which means that remittances 
for these items will be allowed against the surrender 
of bonus vouchers equal to 50 per cent of the amount 


4 Remittances for education abroad were also included in the group 
of invisible payments shifted to the cash-cum-bonus list, but this deci- 
sion was subsequently rescinded. 


of the remittance involved in each case. The en- 
largement of the export bonus scheme, for both 
receipts and payments, is intended as a further move 
in the direction of more realistic pricing of foreign 
exchange. The bonus allowed on cotton and jute 
and other primary commodities, which had previously 
been outside the purview of the export bonus scheme, 
is a significant departure from earlier policy in which 
export incentives were almost exclusively confined to 
manufactured products. The rise in the local prices 
of cotton and jute, following the grant of bonuses on 
these items, is expected to lead to greater production 
of these cash crops in due course. At the same time, 
the bonus on jute has made possible a cut in prices 
for foreign buyers of jute which should not only 
help expand the demand for Pakistan jute but also 
improve the competitive position of jute goods in 
general vis-a-vis synthetic packing materials. The 
working of the export bonus scheme during the third 
plan period showed that, though it was making a 
significant contribution towards increasing the coun- 
try’s foreign exchange earnings, its restricted scope 
was leading to a certain misallocation of resources. 
The modifications now made should result in greater 
allocative efficiency. 


Current policy issues 


The major policy issue in Pakistan at present is 
how to maintain the momentum of economic growth, 
and, at the same time, reduce the stresses and strains 
caused by the inequitable sharing of the benefits of 
growth in the past. The real problem is that the 
reduction in inter-personal and inter-regional dispari- 
ties, which has become one of the chief objectives of 
government policy, calls for a massive increase in 
government expenditure, whereas the government is 
faced with a tight resource position. The implementa- 
tion of the public sector development programme in 
the third plan period lagged considerably behind 
targets; the actual realization is estimated to have 
been around Rs 21,750 million, as against the plan 
target of Rs 30,000 million. As private investment 
also did not rise much over the third plan period, 
the ratio of total investment to GNP declined almost 
steadily from 18.3 per cent in 1964/65 to 13.5 per 
cent in 1969/70. Though the decline in the invest- 
ment ratio has not yet had a serious effect on the 
over-all growth rate of the economy, (thanks largely 
to the breakthrough in agriculture) a continuation 
of this. trend cannot be viewed with equanimity. It 
will be necessary in the year ahead, therefore, to 
substantially raise the level of investment in the 
productive sectors at the same time that the Govern- 
ment is committed to sizable increase in expenditure 
on the social sectors. 


The fourth five-year plan proposes an increase 
of about 60 per cent in the level of development 
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expenditure during 1970-1975, compared with the 
estimated actual expenditure in the third plan period. 
This is intended to raise the ratio of gross investment 
to GNP from 13.5 per cent in 1969/70 to 15.5 per 
cent in the terminal year of the plan.” As the ratio 
of net resources transfers from abroad to GNP is 
expected to decline further from 3.8 per cent in 
1969/70 to 3 per cent by the end of the fourth plan 
period, the ratio of domestic savings to GNP will 
have to rise from 9.7 per cent in 1969/70 to 12.5 
per cent in 1974/75 if the proposed investment level 
is to materialize. This will necessitate a rise in the 
marginal rate of savings from less than 10 per cent 
in the third plan period to roughly 20 per cent in 
the fourth plan period. 


The projected sharp increase in the marginal 
rate of savings is based on a substantially increased 
resource mobilization effort in the public sector, and 
a considerably greater channelling of resources to 
private investment. The fourth plan envisages a total 
public sector programme of Rs 49,000 million which, 
allowing for an expected availability of Rs 18,000 
million of foreign resources, will require domestic 
resources of Rs 31,000 million. As domestic resource 
availability from the normal growth of revenue and 
capital receipts and a likely increase in non-develop- 
ment expenditure is expected to amount to no more 
than Rs 19,700 million, there is a gap of Rs 11,300 
million. This represents 36 per cent of the total 
domestic finance component of the public sector 
development programme. To cover the gap, the plan 
suggests raising a sum of Rs 7,800 million through 
additional revenue measures, and Rs 3,500 million by 
way of deficit financing. 


While the size of the proposed plan seems to be 
reasonable in view of the imperative need to raise 
the investment level and to provide the needed 
acceleration in social sector expenditure, its financing 
is likely to present a number of problems. The fact 
that egalitarian objectives are now so important 
narrows the options available to the Government for 
resource mobilization. In the past, a good deal of 
reliance was placed on indirect taxation and deficit 
financing to meet government expenditures, and this 
served to aggravate income inequalities and caused 
inflationary pressures. As the emphasis is now on 
social justice, recourse to deficit financing will have 
to be kept to the minimum, and additional revenues 
will have to come mainly from direct taxation of 
a progressive type. Unfortunately, tax evasion is 
reported to be quite widespread and increases in the 
rates of direct taxes may not produce much in the 
way of additional revenues unless this problem is 
effectively tackled. A Taxation Commission is looking 
into the potential for additional taxation and is to 
report shortly. 


The financial infrastructure of the country has 
developed rapidly in recent years and has been of 
significant help in mobilizing resources for develop- 
ment. In addition to commercial banks and insurance 
companies, the country has an investment trust, an 
investment corporation and a number of other 
specialized finance corporations. The mobilization 
effort of these institutions, however, has so far been 
confined almost exclusively to urban and semi-urban 
areas. With the shift in the terms of trade in favour 
of agriculture and large increases in value added in 
agriculture following the “green revolution”, the 
monetary-institutional framework needs to be adapted 
to the task of mobilizing rural savings. This is 
particularly important because private savings in the 
urban-industrial sector are no longer growing at the 
previous rate on account of the retardation in the 
industrial growth rate and the declining trend in 
corporate savings. The lending activities of credit 
institutions also stand in need of considerable 
modification to encourage small businesses and the 
establishment of new businesses. In this connexion, 
the directive issued by the State Bank of Pakistan 
in May 1970 making it obligatory for all Pakistani 
commercial banks to earmark at least 20 per cent 
of their advances for smaller borrowers is of interest. 
Through credit budgeting, an attempt is also being 
made to expand credit facilities in the less developed 
areas of the country to help reduce inter-regional 
disparities. 


Reduction in inter-regional income disparities has 
been an important objective of government policy, 
but the problem has proved much more intractable 
than was originally thought. The principal means 
by which economic growth was to be stimulated in 
East Pakistan during the third plan period was 
through larger development outlays in both the public 
and the private sectors. However, due to the general 
resource squeeze, public sector developmnt outlay in 
East Pakistan fell considerably short of the third 
plan target, and the shortfall in private investment 
was even greater. Total investment therefore, was 
not sufficiently large to have the desired impact. 
Moreover, for reasons already discussed, the new 
seeds-fertilizer technology did not yield as good 
results in [ast Pakistan as in the western part of 
the country. The disparity in per capita incomes 
between the two regions of the country therefore 
widened further during the third plan period. A 
much larger infusion of resources in East Pakistan 
is necessary if the problem of inter-regional income 
disparities is to be effectively tackled. At the same 
time, a concerted effort needs to be made to achieve 
the same type of agricultural breakthrough in Kast 
Pakistan as has already been witnessed in West 
Pakistan. The fourth five-year plan aims at raising 
the level of public sector development expenditure in 
East Pakistan by 160 per cent compared with the 
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third plan period, while the private investment target 
is twice as large. The fulfilment of the public sector 
target will depend crucially on the success of the 
resource mobilization effort to be mounted in the 
fourth plan period. A number of economic and 
non-economic factors will determine the trend in 
private investment. The Government has already 
initiated a series of measures to remove bottlenecks 
and enhance the relative level of profitability in the 
industrial sector in East Pakistan, and, given a 
favourable political climate, these measures should 
yield good results in the years ahead. A comprehen- 
sive flood control programme, which is expected to 
be launched during the fourth plan period, should 
also significantly improve long-term growth prospects. 


The fourth plan emphasizes the need for moving 
on a broad front to bring about a better blend 
between economic growth and social justice. It 
stresses the necessity of evolving an integrated pro- 
gramme “defined not only to restore the momentum 
of the economy but to establish a sound basis of 
future relations between the Government and the 
business community on the one hand and among the 
employer, the labour and the consumer on the other”.? 
The unanimity which has emerged amongst all shades 
of public opinion as to the need for fundamental 
changes in the development strategy to be pursued 
in the future should facilities the achievement of 
planned objectives, both economic and social. 


5 The Fourth Five-Year Plan, p. 17. 


. Papua and New Guinea 
Introduction 


The Territory of Papua and New Guinea, which 
comprises the Trust Territory of New Guinea and the 
Australian Territory of Papua administered as a unit 
by Australia, is at a comparatively early stage of 
development. 


The Territory’s economy is dominated by primary 
production which provides a livelihood for nearly all 
the local people who are self-employed and more than 
half of those who are employed in the monetary 
sector and accounts for the major share of export 
earnings. There are plentiful land resources, and the 
major development emphasis is on extension of the 
area under cultivation to increase primary production. 
However, the physical configuration of the land makes 
development a problem, and communal ownership 
with an absence of individual rights make adminis- 
trative purchase and lease of land and extension of 
credit difficult. Output could also be expanded by 
taking measures to increase yields on land already 
under cultivation. 


: 1 This is the first time that a survey of Papua and New Guinea has 
} been included in the Economic Survey of Asia and the Far East. 


In the past, industrial development has been 
primarily based on processing for export, but the 
administration is now following a policy of establish- 
ing industries for replacing imports. A well-integrated 
transport system is being developed, with emphasis 
on road construction, but such development presents 
complex problems in a territory with 600 offshore 
islands, large expanses of mountain, swamp and sea, 
and a low population density of twelve persons per 
square mile. The Territory’s economic growth will 
be further stimulated when the large-scale Bougain- 
ville copper-mining project is completed and _ its 
benefits spread through the economy. 


The Administration has undertaken to increase 
its financial self-reliance by raising the levels of 
Territorial revenue and public borrowing. Revenue 
has been expanding, but it is expected to cover only 
a little more than one-third of development expendi- 
ture by the end of the development programmes 
(1972/73). Also, the Territory’s external deficit on 
goods and services account is expected to grow by 
nearly four-fifths by the last year of the development 
programme. The Territory provides liberal induce- 
ments for foreign private investment and has begun 
to attract concessional loans from international aid 
agencies. However, official grants from the Govern- 
ment of Australia continue to be crucial in bridging 
the financial resource gap. 


The development programme aims at maximum 
participation by the indigenous population in econo- 
mic development, and its role will increase as it is 
integrated into the monetized sector. To bring about 
such integration, adequate inducement has to be offer- 
ed to overcome traditional work-leisure preferences 
through, for example, increased availability of con- 
sumer goods and extension of the tax system. 
Moreover, employment opportunities, trained exten- 
sion workers, and facilities for intra-regional mobility 
have to be provided. The non-monetized subsistence 
sector, in spite of its gradual decline, continues to 
be exceptionally large. Of the total work force, only 
one-fifth is in the monetized sector, with the balance 
in the subsistence and partially-monetized sectors. 
Further extension of small holdings under commercial 
crops and pasture, and stimulus to production of food 
for sale, will hasten entry into the cash market. 
Attempts to foster indigenous participation in indus- 
trial development have to be widened beyond the 
expansion of small-scale and cottage industries and 
the provision of credit to include management training 
and the active identification of industrial possibilities 
for the local population. The Administration has 
already accorded high priority to education, parti- 
cularly at secondary and technical levels, both to 
improve the educational level of the indigenous 
population and to bridge their cultural, ethnic, and 
linguistic differences. 
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Rate of growth 


During the 1960s, economic growth in the 
monetary sector has been at an average annual rate 
of 12.5 per cent at current prices, with a real rate 
of about 10 per cent. For the subsistence sector. 
the annual average rate of growth has been around 
1.5 per cent, and, for the #¢onomy as a whole, about 
5 to 6 per cent. (See table II-3-40) ‘A great lift in 
the level of economic activity in Papua and New 
Guinea occurred in 1969/70. Much, but by no means 
all, of this growth was caused by major investment 
in the copper mining venture in Bougainville. Other 
factors were steep increases in both government 
expenditure and private investment, favourable prices 
for important export commodities, and continuing 
industrial expansion and employment. Papuans and 
New Guineans received a large share of the increase 
in income arising from this activity. According to 
preliminary estimates furnished in the 1970 budget 
papers, gross monetary sector product (i.e. excluding 
all subsistence and non-marketed production) at 
market prices increased by about 25 per cent. This 
is primarily due to the increase in capital formation, 
private capital formation in 1969/70 increasing over 


Table II-3-40. Papua and New Guinea: 
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1968/69 by about 156 per cent, and total, including 
public sector, by about 67 per cent (See tables II-3-41 
and II-3-42). 


The relative importance of the subsistence sector 
product has been declining since 1964/65 but con- 
tinues to be exceptionally large, this sector producing 
nearly 45 per cent of the Territory’s income. The 
indigenous population is moving into the modern 
commercial economy in the areas of small-scale 
agricultural production (particularly of commercial 
crops), trucking, the sale of handicrafts, and the 
beginnings of industrialization. However, the com- 
manding sectors of the economy are in expatriate 
hands: plantations, industry, transport, banking and 
most of commerce. 


As of 30 June 1969, the Territory had an 
indigenous population of 2.3 million, 0.6 million in 
Papua and 1.7 million in New Guinea. The non- 
indigenous population, according to the 1966 census, 
was 34,669, of whom 29,350 were Europeans. For 
the Territory as a whole, the average annual rate 
of growth of population during 1961-1965 was 2.12 
per cent, the rate varying according to area—Papua 


National income estimates, 


whole economy total market supplies, 1961-1968" 


(in thousand Australian dollars, current prices) 


Item 1961 1962 
1. Wages, salaries and supplements 56,324 59,597 
2. Primary production income 
(i) market production . 10,683 9,503 
(ii) non-market production 14,954 15,792 
Total primary production . 25,637 25,295 
3. Subsistence sector income 2 154,491 161,343 
4. Company income (excluding primary 
product and property income) 6,613 7,153 
5. Operating surplus of public authorities 
business —_ _ 
6. Other business income 4,427 7,419 
7. Income from property 1,457 1,507 
Territory income . 248,949 262,314 
8. Allowance for depreciation . 4,547 5,999 
Territory product at factor cost . 253,496 268,313 
D. Indirect taxes less subsidies . 4,724 5,542 
Territory product at market prices . 258,220 273,855 
10. Imports and other payments for goods 
and services cae 67,191 68,079 
Total market supplies . 325,411 341,934 


1963 


1964 


1965 


1966 


1967 


1968 


66,805 72,329 89,685 103,003 113,726 128,634 
12,883 15,173 17,837 19,569 21,401 25,421 
16,081 17,336 19,826 21,032 21,979 25,019 
28,964 32,509 37,663 40,601 43,380 50,440 
168,094 172,818 174,790 179,684 185,265 190,079 
8,607 12,244 13,969 19,018 23,011 29,799 
_ 399 734 619 979 612 
7,734 9,022 10,043 11,002 13,898 14,926 
1,526 1,916 1,756 1,390 1,562 1,912 
281,730 301,237 328,640 355,407 381,821 416,402 
6,443 6,814 6,903 9,176 12,273 14,368 
288,173 308,051 355,543 264,583 394,094 430,770 
5,954 6,851 8,068 10,626 14,299 15,944 
294,127 314,902 343,611 375,209 408,393 446,714 
74,174 93,135 110,953 138,855 157,356 180,940 
368,301 408,037 454,564 514,064 565,749 627,654 


Source: Statistics Section, Department of External Territories, Government of Australia: National Income Statistics for Papua and New 
Guinea 1960/61-1967/68, May 1970. 


* Years ended 30 June. 
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Table II-3-41. Papua and New Guinea: National income estimates, 
monetary sector* total market supplies, 1965-1970? 


(in million Australian dollars) 


Item 1965 1966 1967 1968 1969¢ 1970¢ 
Wages, salaries and supplements . . . . 89.7 103.0 113.7 128.6 139.9 174.0 
Primary production income market production 17.8 19.6 21.4 25:5 31.9 37.9 
Company income (excluding primary produc- 
tion and property income) . . . . . 14.0 19.1 23.0 29.8 34.0 413 
Operating surplus of public authorities business 0.7 0.6 1.0 0.6 0.4 1.0 
Other business income . 5° lek 10.0 11.0 13.9 14.6 16.7 24.5 
Income from property . . . . .. . 1.8 1.4 1.6 1.9 Ofes 2 
Monetary sector income. . . ... . 134.0 154.7 174.6 200.8 225.1 281.2 
Allowance for depreciation. . . . . . 6.9 9.2 12.3 14.4 16.1 17.9 
Gross monetary sector product at factor cost . 140.9 163.9 186.9 215.2 241.2 299.1 
Indirect taxes less subsidies . . . . . . 8.1 10.6 14.3 15.9 GES: 23.9 


Gross monetary sector product at market prices 149.0 174.5 201.1 231.1 258.6 323.0 


Imports and other payments for goods and 
services PE Seen sed et es 111.0 138.9 157.4 178.3 187.5 264.3 


Market supplies of monetary sector. . . . 260.0 313.3 358.5 409.4 446.2 587.3 


Source: “Programmes and policies for the economic development of Papua and New Guinea”, Review of 
Progress, 1969-70, p. 3. 


* Excluding non-marketed primary production. 
» Years ended 30 June. 
© Preliminary. Columns do not necessarily add to totals, owing to rounding. 


Table II-3-42. Papua and New Guinea: National income estimates, 
monetary sector* total market expenditure, 1965-1970" 


(in million Australian dollars) 


Item 1965 1966 1967 1968 1969¢ 1970¢ 

Personal consumption? . . . . . . . 82.0 99.1 110.6 124.1 134.7 160.4 

SeatisticAl ISCKEPANCY wus gia wt Sey asi) ve — —0.6 —0.1 —0.3 —0.4 —3.4 

Net current expenditure 

Misiitseerc rae a eee I Ne 5.1 6.0 6.4 7.2 6.4 6.9 

_ Public authorities — Territory . . . . 43.9 50.2 58.5 65.8 74.9 83.4 

—Commonwealth . . 8.4 9.9 11.6 13.7 17.9 20.3 

Total net current expenditure . . . . 57.5 66.1 76.5 86.8 99.2 110.6 
Gross domestic capital formation 

Pevategeen ye: . Jiy ettR ads eniegivs & 195 32.9 40.1 475 51.4 130c7, 

Mission Gear) jul Pe Ie FO) eee 0.8 Lz 1.4 1:5 2.1 2.3 

Public authorities— Territory . . . .- 29.5 330 40.1 44.4 47.4 57.5 

—Commonwealth . . 7.0 17.7 25.0 17.6 12.0 10.2 

Increase in the value of stocks . . . . 8.4 7 3.6 7.3 7.3 7.3 

Total gross domestic capital formation . . 65.2 92.5 110.2 118.3 120.2 209.0 

Gross monetary sector expenditure. . . . 204.6 157.1 297.2 3295 353.6 476.6 


Exports and other receipts . . + +» + + 55.3 56.2 61.3 79.8 92.5 110.7 


Total market expenditure of monetary sector . 259.9 313.3 358.5 409.4 446.2 587.3 


Source: “Programmes and policies for the economic development of Papua and New Guinea”, Review of 
Progress, 1969-70, p. 4. 


8 Excluding non-marketed primary production. 

» Years ended 30 June, ' ; 

© Preliminary. Columns do not necessarily add to totals, owing to rounding. 
¢ Market supplies. 
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2.15 per cent, New Guinea 1.88 per cent, New Britain 
3.39 per cent, Sepik district 0.71 per cent, and Morobe 
district 2.32 per cent. A family-planning programme 
has been started by the Administration on a small 
scale with reliance mainly on IUDs. Nearly 44 per 
cent of the population is engaged wholly in the 
subsistence sector. Of the total work force of about 
1.2 million, the number of indigenous people working 
for money wages is estimated at about 123,000. Of 
this latter group, 24 per cent is employed in the 
public sector, 37.4 per cent in private sector primary 
industry, 7.4 per cent in commerce, 6.3 per cent in 
manufacturing, 5.5 per cent in construction, and 12.8 
per cent in the Christian missions. 


Development programme 


The development programme for 1968/69-1972/ 
73, which has been adopted as the basis for annual 
planning, aims at a continued over-all rate of growth 
of about 6 per cent, with the monetized sector also 
growing at its past rate of about 12 per cent. To 
sustain the rate of growth, the present high investment 
rate is to be maintained, but with a shift in emphasis 
from public to private investment. The programme 
envisages substantial new private investment, from 
within the Territory and abroad, in the agricultural, 
livestock, forestry, manufacturing and service indus- 
tries. In the public sector, emphasis is laid on the 
development of transport (particularly roads), power, 
secondary education, and agriculture. While the 
original development programme does not take into 
account the likely impact of the large-scale Bougain- 
ville copper project, the Administration has taken 
action to revise the current development programme. 


In financing the development programme, the 
Territory is committed to increased self-reliance. 
However, even by 1972/73, internal revenue is to 
finance only 37 per cent of the Administration’s 
expenditure of A$960.2 million, and the external 
deficit is also expected to increase from A$102 million 
in 1966/67 to A$185 million. Public borrowing is 
on a modest scale in the Territory, but the programme 
anticipates increased external resources in the form 
of private foreign capital and loans from international 
financial agencies. However, grants from the Aus- 
tralian Government will play the crucial role in 
bridging the resource gap, and Australia has, for 
example, agreed to finance almost 90 per cent of the 
deficit in the 1968/69 budget. 


Development finance 


Gross capital formation in the monetized sector 
of the Territory has been estimated as increasing at 
a rate of 23 per cent per annum at current prices. 
Public investment is believed to be nearly twice as 
large as private investment, as, at the present stage 


of the Territory’s economic growth, natural as well 
as human resources have to be developed. In the 
non-monetized sector, the proportion of gross invest- 
ment to gross sectoral product has been roughly 
estimated at about 20 per cent, and the subsistence 
sector contains surplus or underemployed labour that 
could be utilized for capital formation by the existing 
community organizations at the cost of a small in- 
crease in consumption. 


Private sector savings have grown only slowly, 
as the corporate sector is as yet relatively undeveloped, 
but there is potential for increased personal monetary 
savings in the subsistence sector. Available evidence 
suggests that, in the south Pacific area, as household 
income increases, income elasticities for most goods 
and services decline. Except for a few relatively 
unimportant luxury items, consumption reaches a 
saturation level relatively quickly and the marginal 
propensity to save rises significantly. In the public 
sector, development expenditure has outstripped the 
rise in domestic public revenue and the deficit is met 
by grants from the Government of Australia. 


The Administration’s expenditures have increased 
in the recent past by an average of about 15 per 
cent per year, a rate much higher than the growth 
of national product in the monetary sector. Along 
with a continuing shift in emphasis from current to 
capital expenditure, public capital outlays on econo- 
mic infrastructure have become larger than investment 
in social services and education. However, the share 
of current expenditure on social and economic 
services has increased because traditional civil ex- 
penditure, though substantial, has accounted for a 
decreasing proportion of total expenditure. 


Social development expenditure rose from A$17.2 
million in 1960/61 to A$48.2 million in 1967/68, 
but, asa percentage of total Administration expendi- 
ture, it has declined somewhat. Expenditure on 
education, on the other hand, rose both absolutely 
and proportionately, from 11.5 per cent in 1960/61 
to 16.4 per cent in 1967/68. The Administration 
attaches high priority to the expansion of education 
at the secondary, technical and higher level as a 
means of preparing the native people to accept greater 
responsibility. However, it is official policy that the 
rate of advance in social development should be 
related to the capacity of the Territory’s population 
to contribute to it. There has recently been a shift 
in emphasis from primary to secondary and tertiary 
levels of education, since shortages of manpower are 
particularly critical at professional and sub-profes- 
sional levels. Among the important concerns of 
educational planning are regional imbalances in 
educational development and the possibility of dis- 
proportion in the educational pyramid as a result 
of “holding the line” in primary education. The 
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Territory has already achieved a comparatively high 
level of health services. Expenditure on health has 
been reduced from about 20 per cent of total expendi- 
ture in the past to about 10 per cent at present, 
and targets in the development programme for the 
provision of health and medical services are being 
met. 


Government revenue has also been increasing 
rapidly, but at a rate considerably short of the 
increase in expenditure. About three-fourths of total 
revenue comes from taxes, mainly income taxes and 
customs duties. Non-tax revenue is mostly from 
postal services, from leases and royalties on natural 
resources, and from government services such as 
health. Rates of tax on individuals and companies 
in the Territory are only about half of the rates 
currently applicable in Australia. There has been 
an upward revision in the individual income tax 
which has also been made more progressive and 
graduated, and receipts from this source have been 
increasing faster than those from companies. A low 
personal tax falls mainly on the indigenous people, 
and they also contribute to the revenues of local 
councils. Excises are levied on beer, twist tobacco 
and cigarettes, and certain legal instruments are also 
taxed. The Teritory has a single-column tariff, 
primarily introduced for revenue purposes, but now 
used also for protecting nascent industries. 


The present stage of the Territory’s development 
and its large subsistence sector inhibit the extension 
of the tax base, but the implementation of the 
development programme should lead to increased 
revenues, and, as already noted, the Bougainville 


project will have far-reaching consequences. Even 
before there are any exports, the Administration will 
receive substantial revenue through income and 
company taxes paid by the participants in the con- 
struction of the Bougainville project, but the full 
impact on revenue collections will not be felt until 
exports of copper concentrates commence in 1972/73. 


Budgetary deficits are large and growing, and 
are almost entirely financed by increasing grants 
from the Government of Australia. Direct Common- 
wealth expenditure in the Territory, not figuring in 
the budget, has also been rising, and, within the 
past decade, increased fivefold from a level of A$6.8 
million in 1960/61. (See table II-3-43). 


The size of the Australian Commonwealth grant 
(grants are not tied to any specific projects) has 
been increasing rapidly, from A$30 million in 
196U/61 to A$87 million in 1968/69. The proportion 
of administration expenditure financed by the grant, 
on the other hand, has steadily declined from about 
two-thirds in 1960/61 to about 60 per cent in 
1968/69. The formulation of the five-year develop- 
ment programme should help in the long-term plan- 
ning of the grants required, though the Government 
of Australia’s policy is to slow the rate of increase 
in its grants and to stimulate the Territory’s financial 
self-reliance. To facilitate planning, Australian aid 
to the Territory is to be shown from now on in the 
Commonwealth budgetary estimates in four parts: 
the amount intended for economic development; 
grants-in-aid; allowances for expatriate civil servants 
of the Territory; and loans for special projects. 


Table II-3-43. Papua and New Guinea: Internal revenue, loans and Commonwealth grants 


Year Amount of grants 


Internal revenue 


Total borrowings Total receipts 


Australian dollars Percentage Australian dollars Percentage Australian dollars Percentage Australian dollars 


1960/61 . 29,593,296 65.25 14,904,200 32.86 860,056 1.89 45,357,552 
1961/62 . 34,586,796 67.75 15,411,598 30.18 1,059,418 2.07 51,057,812 
1962/63 . 40,000,414 66.77 18,048,722 30.13 1,954,620 3.10 59,903,756 
1963/64 . 50,498,616 65.90 22,753,758 29.70 3,368,262 4.40 76,620,636 
1964/65 . 55,998,796 62.05 27,929,464 30.95 6,309,976 7.00 90,238,236 
1965/66 . 61,999,743 60.67 34,046,168 33.31 6,156,774 6.02 102,202,685 
1966/67 . 69,783,569 58.88 42,539,392 35.89 6,194,147 5.23 118,517,108 
1967/68 . 77,594,251 58.01 47,766,375 35.71 8,397,214 6.28 133,757,840 
1968/69 . 87,271,286 58.32 55,136,914 36.85 7,234,222 4.83 149,642,422 
1969/70 . 99,270,921 48.61 72,442,220 35.47 32,519,901 15.92 204,233,042 
1970/71 . 79,050.000° 40.45 83,500,000%" 42.72 32,900,000* 16.83 195,450,000 


Source: The Territory of Papua and New Guinea, Budget Papers 1970/71. 


Note: Before the Second World War, the grant from the Commonwealth was A$85,000 per annum to Papua. There was 
no grant-in-aid to New Guinea. From 1965/66, the internal revenue shown is a net figure after refunds have been 


deducted. 
* Estimated. 


> Includes A$2 million Commonwealth development loan-Arawa. 
© Includes grant-in-aid A$33 million, development grant A$37.75 million and Commonwealth development grant — 


Arawa A$8.3 million. 


4 Includes consolidated revenue balance A$200,000. 


278 


Part Two. Current Economic Developments 


Production trends 
Agriculture 


According to forecasts for 1969/70 and estimated 
actual production in 1968/69, the output of the ‘main 
commercial crops increased in 1969/70 over the 
previous year’s level. However, actual production 
fell short of the programme for 1969/70 by about 
10 per cent in the case of copra, the most important 
commercial crop. The shortfall in cocoa was less 
than 4 per cent and in rubber about 18 per cent. 
By contrast, the output of tea, a comparatively recent 
commercial crop with bright prospects, is forecast to 
be more than twice the target for 1969/70. Coffee 
production, for which no target was fixed, has been 
steadily increasing. Despite physical output short- 
falls, the value of output of the main commercial 
crops, except rubber, exceeded programme targets, 
mainly due to favourable export prices. Also, diver- 
sification of export crops has progressed with rapidly 
increasing cultivation of palm oil, passion fruit and 
pyrethrum. 


With no lack of land resources for development, 
reliance is placed more on expanding the area under 
cultivation than on increasing the productivity of land 
already being cultivated. Ample scope exists for 
more use of fertilizers and more adequate protection 
against price fluctuations. Copra, for example, is 
protected against any severe fall in price by the 
Administration’s Stabilization Fund. In view of the 
unfavourable international prospects for natural rub- 
ber, the Administration has not been encouraging 
expansion of the area producing it, though high- 
yielding varieties are supplied to new areas which 
find rubber the most suitable crop. The Territory’s 
rubber output is at present wholly exported to 
Australia which provides a guaranteed preference 
including price support. Increased productivity is 
particularly important for coffee. Output has been 
increasing at such a rate that, in addition to satisfying 
Australian demand, the Territory will soon, within 
the framework of the International Coffee Agreement, 
be entering new and competitive markets, eg.g. Japan. 


Because the targets for increased planting in the 
five-year programme are not being met, a more rapid 
expansion in area under cultivation is particularly 
important. The Administration’s land purchases are 
behind schedule, particularly for small-holder develop- 
ment of the tea industry and for pastoral land, and 
this may adversely affect production in the long run. 


Although, by 1967, the Administration owned or 
leased nearly two-thirds of the total land not owned 
by the indigenous population, there are still problems 
in the physical development of land for purposes of 
cultivation and grazing. Traditional group rights to 
land make not only land purchases but also extension 


of agricultural credit very difficult. Legislation exists 
to enable conversion into individual titles to land but 
the process has been slow. Three new bills have been 
introduced in the House of Assembly and they provide 
for: a single register of titles and procedures for all 
transactions in land; new procedures for determining 
customary ownership and converting it to individual 
ownership in selected areas; registration of customary 
groups so that they can be registered as owners of 
land; and a system of control by local bodies over 
land transactions. 


With increasing incomes and the rapid movement 
of the indigenous people into the cash economy, there 
is an urgent need to develop the production of fresh 
foods on a commercial scale. Moreover, there is 
great potential for both import substitution and export 
promotion if production of such crops as rice, peanuts 
and sugarcane can be increased. However, poor 
communications, high freight cost, irregular supply, 
and inadequate handling facilities handicap increased 
production of fresh foods. 


Forestry 


Log production, which fell from 175 million 
superfeet in 1967/68 to 142 million in 1968/69, due 
to a set-back in the export market, was expected to 
reach its 1968/69 programme target of 236 million 
superfeet in 1969/70. The Territory’s timber re- 
sources cover three-quarters of the land area, and 
it is estimated that they could be developed to supply 
an annual log cut of 500 million superfeet of timber 
in perpetuity. Fuller utilization has been impeded 
by inaccessibility and the lack of uniformity in the 
forest species. Progress in the preparation and 
release of major forest concessions has exceeded the 
targets originally proposed in the development pro- 
gramme. 


Through the expansion and up-grading of the 
Forestry School at Buloho, there is progressive in- 
digenization of technical manpower at the sub-pro- 
fessional level in both the public and private sectors. 
However, greater efforts need to be made to attract 
more school-leavers to forestry colleges. It is estimat- 
ed that indigenous employment in the industry will 
be doubled to about 11,000 by 1972/73. 


Fisheries 


The fishing industry, subsistence and commercial, 
is being developed to provide nutritional balance and 
employment opportunity for the indigenous popula- 
tion, reduce the increasing imports and promote 
exports. Commercial fishing is expanding, and, in 
1969/70, exports including exports of prawns, may 
exceed A$1 million. A survey in New Guinea waters” 
has shown the presence of commercial quantities of 
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tuna, and, in two and a half months from March 
1970, a joint Territory-Japanese group exported 1.2 
million lb of tuna. Further expansion of this venture 
is being undertaken. 


Fishery loans extended by the Development Bank 
have significantly increased. However, more invest- 
ment is required in transport facilities from the ports 
to the main centres and in marketing facilities. The 
Administration’s extension activities in this field have 
been handicapped by a continuing shortage of staff 
both at senior and at lower levels. The subprofes- 
sional ranks have been filled to a considerable extent 
by graduates from the Vedal Agricultural College. 


Livestock 


The development of a commercial beef cattle 
industry has been accorded very high priority, both 
to increase indigenous participation in a profitable 
area of the monetary sector and to replace the import 
of canned beef which has been steadily increasing. 


Under the five-year programme, indigenous hold- 
ings of stock are to increase sixfold from their 
initially low level and non-indigenous holdings two- 
fold. There has been a significant increase in the 
degree of indigenous participation in the industry. 
Import of breeders is subsidized by the Administra- 
tion, and there has been a substantial increase in 
livestock loans from the Development Bank, with 
cattle as collateral. Among the obstacles to faster 
livestock development are the difficulties in obtaining 
breeders and acquiring suitable land. 


Mining 


Mining, mainly of gold and silver, contributes 
less than 1 per cent to gross domestic product in 
the monetary sector and has been slowly but steadily 
declining since 1967/68. However, the Administra- 
tion is actively encouraging mineral and oil pros- 
pecting in the Territory, and the prospects are bright 
for expansion within a short span of years. The 
Bougainville copper project is expected to commence 
production in 1972/73, with an average annual 
production over the first ten years of 150,000 tons 
of copper in concentrate and 500,000 oz of gold. 
Work has started on the construction of infrastruc- 
tural facilities for the project. In addition to its 
great direct impact on export earnings, revenue to 
the exchequer, and employment and income, the 
project will extend the monetization of the economy 
by providing a cash market for local products. 


Indigenous small-scale gold mines now account 
for one-fourth of the gold output, and it is the 
Administration’s stated policy to increase indigenous 
participation in small-scale mining and to expand 
employment and training of the indigenous people in 


exploration and development activities. The Bougain- 
ville Project is expected to provide employment for 
over 2,000 indigenous people, many of whom will 
receive technical training. 


Manufacturing 


Manufacturing output, which at present accounts 
for less than one-tenth of the product of the monetary 
sector, has been expanding substantially in recent 
years. Processing for export, e.g. of timber and 
coconuts, accounted for nearly 45 per cent of manu- 
facturing output in 1968/69, and such activity 
continues to grow. There has also been a widening 
of the industrial base. According to estimates for 
1969/70, the fastest growing sectors have been food, 
drink and tobacco, engineering, and ship- and boat- 
building. 


With a limited and fragmented domestic market, 
production units are generally suboptimal, and most 
industrial expansion is in small- and medium-scale 
industries. The establishment of a small number of 
medium- and large-scale industries is being planned, 
and this kind of growth will gain momentum as 
the scope for import substitution through domestic 
production is fully explored. Industries producing 
import substitutes are expected either to use materials 
imported at the initial stages, or to assemble imported 
components, the import components to be gradually 
replaced by locally produced ones. While some of 
these industries such as motor-vehicle assembly, 
fibre-glass and aluminium products, crown seals and 
telephone equipment, have reached their targets, there 
has been some delay in the establishment of others, 
such as sugar, fertilizer, cement and plastics. 


Industrial development in the Territory is pri- 
marily dependent on private enterprise.’ Private 
foreign investment has been actively encouraged by 
the Administration through such incentives as a low 
income tax (about half the rate in Australia), 
exemption from income taxation for an initial period 
of five years to selected pioneer industries, and 
assurances regarding non-discrimination. Investment 
on a large scale is taking place from Australia and is 
expected to continue. Japan is already participating 
in ship-building, and investment from Canada in 
plywood and from Malaysia in brewing is anticipated. 
The Administration provides industrial sites and 
related facilities, but the acquisition of sites in urban 
areas is meeting with increased difficulties. Tariff 
protection ranging up to 35 per cent ad valorem is 
extended to certain local manufacturing industries- 
and a Tariff Advisory Committee has been set up. 


The ownership of industrial undertakings is: 
entirely in the hands of expatriates, but indigenous. 
people have interests in sawmilling, a furniture: 
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factory, a small engineering firm, and small-scale and 
cottage industries. Cottage and small-scalg industries, 
whose output is planned to increase by three times 
under the development programme, range from 
traditional handicrafts and artifacts for tourists to 
small-scale urban and rural manufactures, such as 
local building materials, furniture and Wool-weaving. 
The expansion of such enterprises is being promoted 
by the Administration as a means of increasing 
indigenous participation in the cash economy. 


Indigenous participation in industrial develop- 
ment will grow as joint ventures between indigenous 
and expatriate concerns are set up and medium-sized 
enterprises are organized with indigenous capital 
and with expatriate management training indigenous 
understudies. In this connexion, the Investment Cor- 
poration Bill, introduced in the House of Assembly 
in October 1970, provides for obtaining a share for 
the ownership and control of major investment pro- 
jects in the Territory which are largely financed from 
overseas and holding this share for future sale to 
the people of the Territory. The Papua and New 
Guinea Development Bank, set up in 1967 “having 
due regard to the stability and balanced development 
of the Territory’s economy and the advancement of 
indigenous population” had, by the end of May 1969, 
approved 1,100 loans amounting to about A$8.6 
million. Of these 870 loans totalling A$1.3 million 
went to indigenous applicants. In 1969/70, Develop- 
ment Bank lending to Papuan and New Guinean 
business and firms increased more than threefold.” 
The Be~k’s effectiveness would increase if the scope 
of its technical advice and assistance were enlarged 
to include helping the indigenous people to identify 
industrial prospects. The Business Advisory Service, 
set up under the aegis of the Government, is to be 
enlarged to assist indigenous people in the establish- 
ment and conduct of business. At present, it runs 
two business promotion centres which offer premises 
and training facilities for indigenous businessmen. 
In this connexion, the establishment of a national 
business administration exclusively concerned with the 
industrial advancement of Papuans and New Guineans 
may be of help. 


Transport 


With the Administration’s shift in emphasis from 
airways and shipping to roads, an integrated transport 
network is being developed in the Territory. Based 
mainly on a UNDP transport survey and with IBRD 
as executing agency, the Administration proposes to 
increase its capital expenditure on roads from about 
A$6 million in 1969/70 to A$10 million in 1970, 
A$18 million in 1971/72, and A$17 million in each 
of the three years 1972-1975. While nearly half of 


2 Review of Progress 1969-1970, presented with budget proposals 
for 1970/71. 
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the total expenditure is on highways, roads for special 
agricultural projects and village roads financed 
through a rural development fund are also being 
constructed. 


With its rugged terrain and small and scattered 
population, the Territory has relied on an airway 
network for the movement of passengers, high-value 
exports and vital imports. With the increase in 
tourism and the establishment of links with inter- 
national air routes, an up-grading of airport facilities 
has begun. The greater part of the expenditure on 
airports is covered by the Australian Commonwealth 
Government. 


The major part of freight traffic is carried by 
a comprehensive and inter-island shipping service 
linking fifty ports. Uneconomic servicing of coastal 
shipping routes by ocean vessels has been reduced 
substantially with an increase in the number of coastal 
vessels. Some improvements in port facilities are 
being made. 


Money, banking and prices 


Reflecting the extension of monetization, the 
money supply has been estimated (on the basis of 
very incomplete data) as increasing at about three 
times the approximately 6 per cent rate of growth 
of the economy. Prices in general are also believed 
to be rising at a moderate rate, according to statistics 
on prices confronting expatriate households in three 
major towns. 


The Territory has a considerable range of public 
and private financial institutions. Except for the 
Papua and New Guinea Development Bank, the banks 
are branches of Australian banks and are governed 
by Australian banking legislation. A branch of the 
Reserve Bank of Australia carries out central banking 
functions, and the banking system comes within the 
jurisdiction of the Reserve Bank of Australia. How- 
ever, it has been decided that new bank lending in 
the Territory should not be restricted by any general 
limitations on lending policy current in Australia but 
take specific account of the needs and conditions in 
the Territory. As the Territory moves forward to 
independent nationhood, more urgent consideration 
will need to be given to the adaptation of the financial 
system to the needs of the Territory. 


Information available on the over-all demand for 
and supply of credit in the Territory is not sufficient 
for detailed analysis. Between June 1965 and June 
1968, trading (commercial) bank deposits increased 
from A$23.2 million to A$36.1 million, and outstand- 
ing loans, advances and bills discounted by these 
banks rose from A$8.3 million in July 1965 to A$22.2 
million in June 1968. The ratio of advances to 
deposits has increased steeply and is almost com- 
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parable to that in Australia. Much of the increase 
in bank advances over recent years has been for 
financing stocks and for providing working capital. 


There is increasing indigenous involvement in 
the banking and credit system through savings banks, 
savings and loan societies, and savings clubs organized 
by the Reserve Bank. The co-operative movement, 
perhaps the most indigenous of economic institutions, 
is at present under substantial reorganization and 
consolidation, and steps are being taken for the 
establishment or accelerated development of co-opera- 
tive producer or consumer activities in all parts of 
the Territory. 


Balance of payments 


The most marked economic trend in recent years 
has been a large and growing unfavourable trade 
balance, from A$19 million in 1960/61 to A$68 
million in 1966/67, and an even more unfavourable 
balance in goods and services from A$35 million 
in 1960/61 to A$102 million in 1966/67. The 
balance has been covered largely by Commonwealth 
grants to the Administration and direct Commonwealth 
expenditure in the Territory. 


In the recent past, food imports accounted for 
about 40 per cent of the total, but have begun to 
show a decline. Imports of investment goods, such 
as metals, manufactures and machinery, which 
amounted to about 56 per cent of imports in 1960/61, 
have been increasing rapidly, and accounted for 66 
per cent in 1966/67. 


The pattern of exports has changed little in 
recent years. Coconut products are still the dominant 
element and contribute about 40 per cent of the total 
value, followed by coffee, cocoa, timber and rubber. 


Exports increased at an average annual rate of 
11 per cent between 1960/61 and 1967/68, and there 
has been diversification of the composition of exports. 
New items, such as tea, timber and plywood, palm 
oil and passion fruit, have encouraging prospects. 
Imports have been expanding at the same time by 
about 16 per cent, because of capital goods require- 
ments for development and import demand for 
consumer goods. Despite the projected growth of 
exports in the development programme (10.7 per 
cent) and efforts at import substitution, the deficit 
in the last year of the five-year development pro- 
gramme may be about A$185 million, a deficit which 
is to be covered by Commonwealth assistance, private 
capital flow and international assistance.* The con- 


3 The estimated value of exports increased from $75.0 million in 
1968/69 to about $90.5 million in 1969/70, i.e. by 20 per cent. On 
the other hand, imports increased from about $148 million in 1968/69 
to $220 million, ie. by about 50 per cent. A good deal of these 
imports are attributed to the construction phase of the Bougainville 
project, but imports of consumption goods have also risen fast. 


struction of the Bougainville copper-mining project 
will necessitate heavy imports of capital goods. The 
value of these is estimated officially at A$300 million, 
and they are to be financed by external capital. 
Such imports should decline after 1972/73, and 
exports of metallic copper in concentrated form and 
gold may be about A$111 million, doubling the 


Territory’s exports to nearly A$200 million in 
1972/73. 


Tourism 


The tourist industry, though at an early stage 
of development, has considerable potential for growth. 
Tourist traffic increased from 6,600 in 1961/62 to 
about 20,000 in 1967/68, and hotel accommodation 
was expanded and improved. Apart from indirect 
employment in transport and commerce, over 2,000 
workers were directly employed in accommodation 
and ancillary services. A Tourist Board was estab- 
lished in 1966. With the development of air transport 
facilities within the territory, and air links with the 
Philippines and Hong Kong, it is estimated that there 
will be a fair increase in the flow of American and 
southeast Asian tourists in addition to visitors from 
Australia and New Zealand. Preliminary estimates 
indicate that direct expenditure by tourists and other 
visitors should increase from an estimated A$3.2 
million iu 1967/68 to A$17.5 million in 1972/73. 
In 1969, the value of tourism as an industry to the 
Territory was estimated at about A$10.5 million. 
Owing to the heavy import content of the goods and 
services provided for tourists, it is estimated that the 
net return to the economy may not exceed half of 
the tourists’ expenditure. 


Current outlook 


With the five-year development programme as 
the basis, the Territory has adopted the technique of 
annual planning, keeping in view current develop- 
ments and such emerging constraints as shortages of 
technical manpower and the rigidity of customary 
lend tenure. The five-year plan has been strengthened 
in the vital sectors of transport and education, and 
work has begun on the Bougainville development. 
Enlargement of the scope for indigenous participation 
is being kept in view. In his statement in July 1970, 
the Australian Prime Minister indicated “further steps 
short of self-government but towards self-government” 
and emphasized “more effort on the part of the local 
people to raise revenues inside the Territory, as years 
go by, for the purpose of the recurrent expenditure 
wae. in such fields as primary, secondary and 
technical education, public health, etc., for which 
authority to take decision should reside in the 
Ministerial Members or the Executive Council”. 
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The Philippines 
Introduction 


Despite drought and typhoons and increasing 
intensity of restraints on imports, the Philippines 
economy, during 1969, maintained the growth momen- 
tum of the previous two years. During 1966-1969, 
the Government worked with considerable success 
towards improving the economic management which 
brought about a modest acceleration in economic 
growth. However, the balance of payments position 
of the country showed sharp deterioration, due largely 
to the world market conditions. In 1969, which was 
an election year, the balance of payments difficulties 
were compounded by relaxation of monetary and 
fiscal discipline. The deficit financing by the Govern- 
ment during the year, the acceleration in the growth 
of money supply to a record high level, and the 
mounting deficit in the balance of payments and the 
accompanying draw-down on the country’s reserves 
prompted the monetary authorities to adopt, towards 
the end of 1969, a policy of tight credit and import 
restrictions. Subsequently, in February, 1970, a com- 
prehensive stabilization programme was adopted, 
providing a number of measures aimed at reducing 
the excess liquidity in the economy, limiting the 
growth of short-term external debt, curbing the growth 
of imports and promoting exports. 


With the recent introduction of the floating 
exchange rate system and the consequent downward 
movement of the external value of the local currency, 
there was a considerable improvement in the balance 
of payments during 1970. There was also a slight 
reduction in the money supply during the first half 
of 1970. Pressures on prices increased in intensity 
during the second and third quarters of 1970, com- 
pared with the first quarter, due to increased costs 
of imports and increase in the minimum wage by 
one-third. 


During the last three years, the Government 
succeeded in raising its revenue substantially by 
means of improved tax administration and new tax 
measures. However, attempts to maintain essential 
services and, at the same time, increase infrastructural 
investments, which had for some years not received 
attention adequate to the country’s needs, led to a 
widening of government budgetary deficits. These 
deficits, because of the limited scope of non-bank 
borrowings by the Government, have been in sub- 
stantial measure financed by borrowing from the 
banking system and hence have been potentially 
inflationary. In the face of increasing intensity of 
inflationary pressure in recent months, government 
fiscal operations in the future will have to be non- 
inflationary. This will require much larger tax 
efforts to increase government revenue. At present, 
the tax burden in the Philippines economy is low in 


comparison with other countries of comparable econo- 
mic size in the region. 


In the light of the achievements in rice and 
corn production resulting from technological break- 
throughs, the self-sufficiency programme originally 
covering rice and corn production was expanded in 
1969 to include vegetables, fruits, livestock and 
poultry, and the National Food and Agricultural 
Council was instituted to co-ordinate the expanded 
food programme. In the years immediately preceding 
the programme of the application of high-yield variety 
seeds, the economy was unable to grow enough rice 
to feed its population. The country has now begun 
to export rice. 


Growth in employment during the last plan 
period was rather slow, and substantial unemployment 
and underemployment, as in many other developing 
countries, are basic problems to the economy. In 
the pursuit of economic growth with social stability, 
changes in the investment policies will be required to 
take into account the employment problem. At the 
same time, specific policy measures will be needed 
to reduce rural unemployment and underemployment. 
So far, little progress has been made towards reducing 
the gap between rich and poor,! and, in fact, the 
real wages of industrial labour have shown some 
decline during the 1960s. Moreover, land reform has 
preceded at a rather slow pace. 


Rate of growth 


In the fiscal year 1968/69,? the Philippines 
economy achieved a growth rate of 6.5 per cent in 
real GNP, compared with 6.3 per cent in 1967/68 
and 6.2 per cent in 1966/67. Thus, in aggregate 
terms, actual performance during the first three years 
of the last development plan (1966/67—1969/70), 
exceeded the target of a 6.2 per cent average annual 
growth in GNP. Because of foreign exchange con- 
straints and internal adjustments to the recent intro- 
duction of the floating exchange rate, economic growth 
began to slow down in 1969/70, particularly in the 
second half, and, according to preliminary estimates, 
the growth rate of GNP was 5.3 per cent during 
1969/70. Estimates for 1970/71 indicate a probable 
growth of GNP of only 4.5 per cent. From 1971/72, 
however, it is expected that economic growth will 
begin to accelerate towards the same level it reached 
during the past three years. The development plan 
covering 1970/71-1973/74 envisages an average 
annual growth rate of 5.5 per cent in GNP, rising 
from 4.5 per cent in the first year to 6.5 per cent 
in the last. 


1See the Bureau of Census and Statistics Surveys of Household 
Bulletins, Family Income and Expenditures, 1956/57, 1961 and 1965. 

2 In the Philippines, the fiscal year covers the period 1 July to 30 
June. 
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Commodity-producing sectors performed well 
during 1968/69. Value added in agriculture (at 
constant 1967 prices) increased by 6.2 per cent, and 
estimates for 1969/70 indicate a growth rate of 5.3 
per cent. Although a still higher growth rate for 
agriculture (7.6 per cent) is envisaged in the plan 
for the year 1970/71, the feasibility of this target 
is doubtful in view of the fact that the price elasticity 
of demand for agricultural inputs like fertilizers and 
equipment is high and that the recent de facto 
devaluation of the currency has already caused 
significant price increases for these items. In addi- 
tion, the damage caused by severe typhoons during 
the second half of 1970 adversely affected agricultural 
production for the crop year 1970/71. 


Value added in the manufacturing sector ex- 
panded during 1968/69 at a rate of 5.0 per cent, 
considerably below the target set in the last plan. 
Estimates for 1969/70 indicate growth of 2.8 per 
cent. In view of the foreign exchange constraint, an 
average annual growth of 6.2 per cent is envisaged 
during the plan period, rising from 1.9 per cent in 
1970/71 to 9.3 per cent in 1973/74. The mining 
sector, an important foreign exchange earner, has 
been showing outstanding performance in recent 
years. Its output in value terms expanded at 22.5 
per cent in 1968/69, the estimates for 1969/70 
indicate growth of 19.4 per cent, and the plan 
envisages an average annual growth of 17.7 per cent 


during 1970/71-1973/74. 


Savings and investment 


The acceleration of economic growth in recent 
years has followed an increase in the investment rate,? 
which rose from 19.4 per cent in 1965/66 to 21.2 
per cent in 1968/69. This rise in the investment 
rate, however, went hand in hand with a decline in 
the average domestic saving rate (net of factor income 
payments abroad), which fell from 22.1 per cent in 
1965/66 to 16.7 per cent in 1968/69. The biggest 
drop in the saving rate was in 1967/68, when it fell 
from 21.1 per cent in the previous year to 16.5 per 
cent, mainly accounted for by an increase in private 
consumption by over 13 per cent. There was thus a 
marginal improvement in the saving rate in 1968/69. 
Estimates for 1969/70 indicate a fall in the investment 
rate to 19.7 per cent and a further drop in the saving 
rate to 15.1 per cent. 


Thus, although the development efforts during 
the last plan were financed largely through domestic 
resources, the resource gap widened rapidly. The net 
capital inflow from abroad (measured in terms of the 
current accounting deficits) rose from $61 million in 
1966/67 to $421 million in 1968/69 and then fell to 
$259 million in 1969/70. These deficits have been 


3 Gross capital formation as a percentage of GNP. 


largely financed through short-term borrowing from 
abroad, which generated the present problems of 
foreign debt servicing. Short-term foreign debt 
obligations reached unusual proportions in 1969, and 
it is partly due to this that the balance of payments 
gap has become the dominant constraint to future 
economic growth. 


The four-year development plan proposes to 
maintain the investment rate at 19.7 per cent during 
the plan period, while the saving rate will be raised 
from 15.1 per cent in 1969/70 to 19.5 per cent in 
1973/74. Thus by 1973/74, 92 per cent of invest- 
ment (compared with 73 per cent in 1968/69) is to 
be financed from domestic savings. The share of 
public investment in the total is projected to increase 
from 14 per cent at the beginning of the plan to 
17 per cent in 1973/74. 


Government finance 


During the last plan period, the Government 
succeeded in raising its revenue through improved 
tax administration and new tax measures of 1968 
and 1969. Between 1963/64 and 1965/66, govern- 
ment revenue had stagnated in absolute terms, but, 
during the plan period, it rose not only in absolute 
terms but also in relative terms. As a share of GNP 
(at current prices), total government revenue, includ- 
ing taxes earmarked for transfer to local governments, 
rose from 9.2 per cent in 1965/66 to 10.7 per cent 
in 1968/69. However, the government revenue to 
GNP ratio still remains low in comparison with other 
developing countries of comparable economic size in 
the region. In addition, during the plan period, 
growth in public expenditure to maintain essential 
services and increase infrastructural investments, 
which had for many years not received adequate 
attention in relation to the country’s needs, outpaced 
the growth in public revenue. As a result, govern- 
ment budgetary deficits have grown and since these 
deficits have been financed in substantial measure 
from the banking system, they had potentially in- 
flationary impact. 


In the fiscal year 1968/69, national government 
revenue increased by 10.1 per cent to 2,862 million 
pesos which was below the level programmed in the 
budget. On the other hand, national government 
expenditure (current and capital) increased in the 
same year by 22.6 per cent to 3,611 million pesos, 
considerably more than 3,090 million pesos program- 
med in the budget. Thus, fiscal operations during 
the year resulted in a substantial budget deficit of 
849 million pesos, which exceeded that of the previous 
year by a very large margin. Of the total deficit, 
approximately 32 per cent was not funded and carried 
over into fiscal year 1969/70, hence the cash deficit 
in 1968/69 was 544 million pesos, of which more 
than 75 per cent was financed by the banking system. 
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Owing to heavy government spending in the first 
half of the fiscal year 1969/70, the budget deficit 
‘reached a record level, and it became evident that 
unless government spending was controlled, it would 
be well in excess of 1 billion pesos for the full fiscal 
year. Beginning in November 1969, the Government 
imposed a rigid programme #f public expenditure 
controls, Consequently, the budget deficit did not 
increase during the second half of the fiscal year. 
On the whole, for the fiscal year 1969/70, the budget 
deficit was 797 million pesos, slightly below that of 
the previous year. 


In addition to the size of the deficit, a disturbing 
factor regarding the government fiscal operation in 
1969/70 was, as in the previous year, the manner 
in which the deficit was financed, i.e. it was financed 
in substantial measure by the banking system, leading 


to an upward movement of prices in the second half 
of 1969/70. 


The four-year fiscal plan covering the next plan 
period ie. 1970/71-1973/74 specifies that government 
fiscal operations should be non-inflationary. The plan 
forecasts increases in national government revenue at 
an average annual rate of 13.3 per cent between 
1969/70 and 1973/74. During the plan period, a 
total of 1.7 billion pesos is projected to come from 
new taxes, including a recent export tax. Total tax 
revenue is projected to increase at a rate of 13.7 
per cent a year during the plan period. This includes, 
of course, the effect of the ¢hange in exchange rate 
on customs revenues and sales tax ad valorem on 
higher prices. With this constraint on the Govern- 
ment’s resource side, growth in government expendi- 
ture at current prices will be limited to an average 
annual rate of 9 per cent. Taking into account the 
expected rise in the general price levels in the course 
of next year and the effect of the recent increase in 
the legal minimum wage by one-third, to maintain 
essential services and, at the same time, increase 
public investments, as programmed in the plan, would 
require a higher target for growth in government 
expenditure than envisaged in the plan. Thus, if the 
government sector is to contribute to both economic 
stability and growth, government revenue must in- 
crease at a rate higher than programmed in the plan. 


Production trends 


Despite a credit squeeze, quantitative restrictions 
on imports, a series. of typhoons in the first half of 
1969 and prolonged drought in the second half of 
the year, major sectors of the economy registered 
gains in 1969, though at decelerated rate compared 
with those in 1968. While it is estimated that higher 
production levels were achieved in agriculture during 
the crop year 1969/70, the manufacturing output 


475 per cent of the export tax proceeds will go to the Government. 
P 


index during the first quarter of 1970 showed a 
declining trend. Mineral production maintained its 


upward trend at an accelerated pace during the first 
half of 1970. 


Agriculture 


Growth in agricultural output during the 1969/70 
crop year recovered from the set-back suffered in 
the 1968/69 crop year as a result of drought and 
typhoon damage. According to preliminary estimates, 
agricultural output increased by 4.6 per cent in the 
1969/70 crop year, as against 1.8 per cent in the 
previous crop year, the increase in food crop pro- 
duction of 7.4 per cent (as against 0.2 per cent in 
1968/69) accounting for the entire growth in agricul- 
tural output. In turn, the increase in the output of 
food crops was due principally to the estimated 17.6 
per cent increase in the paddy rice output (as against 
a 2.4 per cent decline in 1968/69) and a 10.1 per 
cent increase in maize (shelled) output (as against 
a 7.0 per cent increase in 1968/69). Maize output 
was not affected by drought and typhoon. 


Export crops production, which had registered a 
record increase of 17.3 per cent in the 1967/68 crop 
year, was adversely affected in the following two crop 
years by drought and typhoon damage which affected 
the sugarcane, coconut and tobacco crops. Depressed 
export prices also contributed to the slackened growth 
of tobacco output. On the other hand, abaca prices 
improved markedly in 1969, compared with 1968, 
and abaca production recovered from a 12.1 per cent 
decline in the 1967/68 crop year to increase by 2.4 
per cent in 1968/69. The over-all output of export 
crops is provisionally estimated to have suffered a 
decline of 1.3 per cent in 1969/70. 


With the recent introduction of the floating 
exchange rate system which led to de facto devalua- 
tion of the peso, the prices of agricultural inputs, 
such as fertilizers and equipment, have risen markedly. 
The higher price of fertilizers has already resulted 
in a considerably decline in domestic sales, and it 
will be particularly felt on production costs of sugar- 
cane, since the fertilizer accounts for about a quarter 
of its production costs. Any reduction in the 
fertilizer application on high-yielding rice and corn 
cultivation will adversely affect their yields. Mean- 
while, bottlenecks in miiing, drying, transportation, 
storage, and marketing facilities have become more 
acute with the increase in production. Despite con- 
siderable expansion of irrigated land during the last 
plan period (1966/67-1969/70), irrigation facilities 
remain inadequate in relation to the total area under 
cultivation. The Government has recognized that, if 
the growth in agricultural output achieved during the 
last four years has to be sustained in future years 
and the proposed aim of agricultural diversification 
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is to be achieved, a number of things must be done. 
There must be increased availability to farmers of 
credit (medium and long-term in particular) and 
other inputs such as fertilizers. Transport, storage, 
marketing and irrigation facilities must continue to 
be improved, but on an expanded scale. It is crucial 
that appropriate price policies for both agricultural 
inputs and outputs be formulated, and land reform 
measures, which have so far been implemented at a 
very slow pace, will have to be given more attention. 


Mining 


The growth of mining output continued in 1969, 
though at a slower rate compared with the previous 
year. Thus, combined output of gold and base metals 
rose in 1969 by 12.4 per cent, compared with the 
14.6 per cent increase in the previous year, and, in 
both years, the production of copper concentrates 
(the most important foreign exchange earner) ex- 
panded most rapidly among the major base metals. 
Important factors in the growth in recent years have 
been discoveries of new mineral deposits and a rapidly 
growing world demand for minerals. With respect 
to copper, for example, a new mine commenced 
operation recently and, because of this, together with 
planned new investment in copper and _ smelting, 
copper production will continue to expand at a high 
rate during the next few years. In the case of iron, 
improved export prices, coupled with Japanese pre- 
ference for iron beach sand, helped to raise output 
in 1969 by 10.0 per cent, as against the 8.5 per cent 
decline in the previous year. During the first half 
of 1970, the gold and base metals combined output 
index, at 243.4 was 12.9 per cent higher than in the 
corresponding period in 1969. 


Manufacturing 


The manufacturing sector in the Philippines, 
being heavily import-dependent, is vulnerable to 
balance of payment difficulties. Upsurge in demand 
for domestic manufactures generated by income in- 
creases in agriculture, increased public expenditure. 
and restrictions on imports of consumer goods 
protection to local producers, together with incentives 
offered by the Board of Investment to strategic 
industries, raised growth in manufacturing outputs, 
in 1968, to 9.3 per cent (well above the average 
growth rate of 6 per cent from 1960 to 1966 and 
the 3.7 per cent in 1967). On the other hand, the 
increasing intensity of import restrictions created a 
supply bottleneck in 1969 as most industries heayily 
dependent on imported raw materials encountered 
extreme difficulties in importing them. As a result, 
manufacturing activity began to slow down in 1969 
and the output index rose by only 3.5 per cent. 


Because of the balance of payment constraint 
and adjustment problems brought about by the float- 


ing exchange rate, growth in manufacturing activity, 
particularly that depending on imported materials, is 
expected to remain depressed during 1970. Among 
other problems, excess capacity which already exists 
in several industries, including cement, glass, textiles, 
and paper, is likely to be aggravated in many cases 
by these import constraints. Industrial recovery will 
depend on how rapidly the balance of payment 
situation improves. The four-year development plan 
(1970/71-1973/74) assumes a gradual recovery of the 
manufacturing sector after the fiscal year 1970/71. 


During the last two decades, the rapid expansion 
of the manufacturing sector has been the result of a 
deliberate strategy of import substitution. However, 
the particular policies adopted in the 1950’s to 
achieve this goal led to the evolution of an industrial 
structure which served mainly the domestic market 
and depended heavily on imports for its raw materials. 
Most of the industries set up are either assembly 
plants of durable goods or are manufacturing con- 
sumption products at the finished stage. The four- 
year development plan aims at reducing the import 
dependency of the industrial sector in future years 
and thus lays stress on (a) a shift in manufacturing 
activities from mere packaging and assembly opera- 
tions to the production of intermediate and capital 
goods; and (6) the development of industries which 
are based on domestic raw materials as well as those 
with high export potential. Considerable improve- 
ments have already begun to take effect following 
the 1967 Investment Incentive Act. As shown by 
the composition of projects registered with the Board 
of Investment (BOI) to take advantage of the 
incentives offered under the Act, 113 out of the 157 
non-agricultural projects registered between 1 July 
1968 and 31 December 1969 will be engaged in the 
production of a wide spectrum of intermediate and 
capital goods. It should be noted, however, that 
there cannot be any quick reduction in the import 
dependency of the industrial sector. 


Employment and wages 


During the last plan period, employment growth 
was rather slow and failed to keep pace with the 
growth of labour force. Employment in mid-1970 
was estimated at 12.2 million, as against an estimated 
labour force of 13.2 million,®> which suggests that 
these were over one million unemployed at the 
beginning of the new plan period. In addition, it 
is estimated that nearly one-fourth of those employed 
suffer from underemployment. The slow employment 
growth in recent years has been caused by the increase 
in productivity and the use of capital-intensive 
methods of production, encouraged partly by the 
government policies. 


5 Four-Year Development Plan: 1970/71-1973/74, p. 71. 
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While it is recognized that the problem of 
unemployment and underemployment cannot be solved 
‘in a very short period, continuation of tle present 
serious situation will create social instability in the 
economy, and signs of this began to appear not long 
after the last election. Wide disparities in ineome 
levels between different region@ as well as between 
income groups are also a potential threat to social 
harmony in the country. Recently available data 
suggest that inequalities in income distribution in 
both rural and urban areas accentuated between 1956 
and 1965.° 


The Philippines authorities recognize that sub- 
stantial unemployment and underemployment are basic 
problems of the economy. The 1970/71-1973/74 
plan includes a chapter on employment requirements, 
the target being to reduce the unemployment rate of 
the labour force from 7.7 per cent in mid-1970 to 
5 per cent by the end of the plan period. The plan 
estimates that the labour force will amount to 15 
million in mid-1974, hence the target for the reduction 
of unemployment means providing over 2 million new 
jobs during the plan period, or an average annual 
growth in employment at around 4 per cent. 


The employment target is modest and can be 
achieved, provided that future investment planning is 
based on careful appraisal of alternative projects on 
all aspects of the economy, including employment. 
It is true that the scope for choice in investment 
planning is limited by the narrow range of alternative 
technologies available in most industries and the fact 
that several highly capital-intensive industries will be 
needed because of the virtual impossibility of trans- 
porting their products or because of strategic con- 
siderations. However, where such choice exists, 
measures such as a rise in interest rate and profit 
tax allowances related to employment may be taken 
to induce the private sector to adopt relatively more 
labour-intensive methods of production. To some 
extent, this might come as a natural consequence of 
the recent de facto devaluation of the currency. 
Development of infrastructure (electricity, roads, 
housing, schools, minor irrigation works, soil con- 
servation, etc.) is one of the few activities where 
a wide range of different technologies co-exist and a 
major part of infrastructural activities are organized 
by public authorities. Public authorities should 
ensure that labour-intensive rather than capital- 
intensive methods are being applied in this sector. 
For increasing rural productive employment, encour- 
agement of the use of more labour-intensive techniques 
of farming, and adoption of diversified and multiple 


6 The Bureau of Census and Statistics Surveys of Household Bulle- 
tins, Family Income and Expenditure, 1956, 1961 and 1965. 

Also see Reyes, S. R., and Chan, T. D., “Family Income Distribution 
in the Philippines” paper presented at the 1965 Annual Conference of 
the Philippine Statistical Association. 
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cropping, will have to be an important feature of 
agricultural policies.” 


Average daily money wage rates of both skilled 
and unskilled labourers continued their upward trend 
in 1969, although at a slower pace compared with 
the previous year. During 1969, the average money 
wage rates for skilled and unskilled labourers in- 
creased by 5.3 per cent and 4.7 per cent respectively. 


During 1969, average real wage rates of both 
skilled and unskilled workers increased by 3.7 per 
cent and 3.2 per cent, which were only one-half and 
one-third of their respective increases in 1968. It 
may be noted, however, that average daily wage rates 
for both skilled and unskilled workers had steadily 
declined from 1955 to 1967, and that, in 1969, the 
average real wage rate index for skilled workers was 
still lower than it had been in 1955. 


Money and prices 


Monetary and fiscal discipline was relaxed during 
1969, despite continued deterioration in the balance 
of payments situation and falling of foreign exchange 
reserves. As a result, the money supply in 1969 
expanded substantially by 772 million pesos, or 19.4 
per cent, and this despite the contractionary influence 
of a fall in net foreign exchange reserves of 497 
million pesos. As in the past, the principal factor 
responsible for the domestic monetary expansion was 
the net credit expansion to the public sector. Of the 
total net domestic credit expansion of 1,269 pesos, 
during the year, 87 per cent was to the public sector. 
The credit needs of the government sector arise 
mainly from the inadequacy of tax revenues and the 
limited scope of non-bank borrowings by the Govern- 
ment. However, relaxation of fiscal discipline during 
1969 led to borrowing, direct and indirect, from the 
monetary system on a much larger scale than in the 
previous years. The net result of this large expansion 
of money supply was that, by the end of the year, 
the monetary situation in the economy was charac- 
terized by excess liquidity. At the same time, the 
balance of payments position continued to deteriorate 
during the year. Thus, before the end of the year, 
it became clear that a switch in economic policy was 
a matter of urgency. 


The stabilization measures adopted since Novem- 
ber 1969, which will be discussed later, helped reduce 
the excess liquidity in the economy, as reflected in 
the reduction in money supply during the first two 
quarters of 1970 by 123 million pesos. 


After a year and half of relative price stability, 
both wholesale and retail prices began to move up- 
wards in mid-1969. The upward movement of prices 


7 United Nations, Sectoral Output and Employment Projections for 
the Second Development Decade, Development Programming Techni- 
ques Series No. 8. 
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touched off by the crop failure of 1968/69 was 
reinforced by the demand pressures generated by a 
very large increase in the money supply during the 
last five months of 1969. The adoption of the floating 
exchange rate, and consequent decline in the external 
value of the currency, accelerated price increases, 
particularly of imported commodities and import- 
dependent local manufactures. There is also cost-push 
pressure on prices as a result of the recent increase 
in minimum wages by about 33 per cent. The 
Philippines authorities recognize that continuation of 
fiscal and monetary restraints will be necessary for 
some time in order to keep the inflationary shock of 
the de facto devaluation from getting out of hand 
and becoming a full-blown spiral. 


External trade and balance of payments 


The deterioration in the balance of payments 
position, which started in 1967, continued through 
1969. The over-all balance of payments deficit® rose 
to a-record high level of $137 million, almost three 
times that of the previous year. There was a 
moderate improvement, however, in the balance of 
trade, which showed a deficit of $285 million, com- 
pared with the previous year’s $294 million. This 
drop in the trade deficit was largely brought about 
by a narrowing of the merchandise trade deficit from 
$274 million in 1968 to $257 million. 


The increase in prices in the world market for 
most of the principal export products of the Philip- 
pines and the adoption of a floating exchange rate 
brought significant improvement in the balance of 
trade as well as in the over-all balance of payments 
position during the current year. Preliminary esti- 
mates for the period 1 January to 15 October 1970 
indicate an over-all balance of payments surplus of 
$6.9 million, compared with a deficit of $125 million 
for the same period in 1969. The merchandise trade 
deficit narrowed to $15 million during the first eight 
months of 1970, as exports increased during this 
period by 24.4 per cent over the same period in 
1969, and imports declined by 5 per cent from the 
levels in the same period of 1969. A further decline 
in imports was expected during the remainder of 
1970. 


The Government recognizes, however, that al- 
though the measures adopted in late February under 
the stabilization programme will help overcome the 
balance of payments crisis that developed during the 
later months of 1969, the long-term solution to the 
balance of payments problem lies in achieving 
sustained growth of exports and restricturing its 
industry so as to reduce the economy’s import 
dependence. 


8 Balance on account of goods and services, transfer payments and 
capital movements other than changes in central bank and commercial 
banks short-term assets and liabilities. 


Export 


Merchandise exports remainded nearly unchanged 
in 1969 (in dollar terms) after an increase of 5 
per cent in 1968. Mainly due to bad weather con- 
ditions, which affected production of export crops, 
export earnings from all coconut products suffered a 
decline in 1969. As a result of a fall in price by 
10 per cent and a contraction in volume by 21 per 
cent, export sales of copra fell to a low record of 
$67 million, a drop of 61 per cent from the previous 
year’s level. Export sales of coconut oil, which had 
risen by 30 per cent in 1968, declined by 35 per 
cent in the following year because volume as well 
as prices failed to match the previous year’s per- 
formance. 


The decline in export sales of coconut products 
was offset hy the remarkable performance of other 
major exports, such as copper concentrates and logs 
and lumber, and by the expansion of semi-manufac- 
tured and manufactured exports, such as base metals 
and fertilizers. Stimulated by an upward trend in 
price and growing world demand for copper, pro- 
duction and exports of copper concentrates continued 
to expand at an accelerated pace during 1969. 
Export sales at $133 million surpassed the previous 
year’s level by almost 50 per cent. Influenced by the 
construction boom in Japan and the expanding 
plywood industry in the Republic of Korea, export 
sales of logs and lumber amounted to $266 million 
in 1969, an increase of 4 per cent over the previous 
year’s level. Sugar export values were higher by 3 
per cent during 1969. 


As noted earlier, total exports during the first 
eight months of 1970 registered an increase of 24.4 
per cent over those of the comparable period in 
1969. Except for copra and plywood, all main 
exports registered gains, with copper concentrates, 
sugar and coconut oil accounting for most of the 
over-all increase. 


The plan forecasts an average annual growth of 
8.5 per cent in merchandise export earnings over the 
plan period. The existing structure of exports shows 
heavy dependence on the sale of a few primary 
commodities to traditional markets. In recent years, 
however, efforts have been made to seek new export 
products and to develop minor exports, some of which 
(e.g. bananas, canned pineapple, pharmaceutical 
products, refined metals, rolled steel, manufactured 
fertilizers and cement) are being exported in com- 
mercial quantities. Moreover, the major Philippines 
exports are vulnerable to fluctuations in prices, and 
the production of some of them (e.g. sugar, coconut 
products and abaca) depends on unforeseeable and 
uncontrollable factors. Thus, for any large expansion 
of total exports in future years, properly directed 
efforts will be needed to promote the sale of new 
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commodities and manufactures in existing and new 
markets. In this connexion, the new export policy 
embodied in the Export Incentives Act of 1970, which 
lays stress on market and product diversification, is 
commendable. To increase the export volumes of 
coconut products and sugar, government-supported 
schemes have been put into operation to improve 
methods of cultivation, promote multiplication and 
propagation of high-yield variety cane, increase fer- 
tilization and improve irrigation and_ extension 
services. 


Imports 


Merchandise imports decreased by some 2 per 
cent in 1969, after increasing consistently at around 
10 per cent for the last six years. The imposition 
of additional restrictions on imports, large inventory 
build-ups out of imports of the previous year and a 
cut-back in imports by automotive assembly plants 
were mainly responsible for this reversal. A decline 
in imports of consumer goods by some 15 per cent 
accounted for the entire decline in total imports. 
Mixed trends were exhibited by the components of 
producer goods. While imports of machinery and 
equipment rose by some 4 per cent, imports of 
unprocessed raw materials (particularly raw jute, raw 
cotton and cocoa beans) and supplies declined by 
around 4 per cent. Imports of semi-processed raw 
materials remained nearly unchanged. Further cur- 
tailment of imports took place during 1970. As noted 
earlier, the curtailment of imports, particularly im- 
ports of industrial raw materials, adversely affected 
the growth of industrial production during the second 


half of 1969 and during 1970. 


Changes in the structure of imports over the last 
few years reflect the impact of import substitution. 
The share of capital goods and raw materials in 
total imports steadily increased during the 1960s, and, 
in 1969, about 90 per cent of imports consisted of 
producer goods (i.e. machinery and equipment, un- 
processed and semi-processed raw materials and 
parts). On the other hand, imports of foodgrains 
have, since 1967, declined considerably largely as a 
result of the technological breakthrough in the pro- 
duction of rice and maize. In view of the existing 
structure of imports, any drastic curtailment of 
imports is not feasible without slowing down economic 
growth and increasing the amount of unutilized 
capacity in that part of the manufacturing sector 
which depends on imported inputs. This predicament 
is recognized by the Philippines authorities. 


Stabilization programme 


Developments during the second half of 1969 
prompted the monetary authorities to adopt a policy 
of tight credit and import controls towards the end 
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of that year. Ceilings for import letters of credit 
were severely tightened and, later, all imports were 
suspended except for essential categories; foreign 
travel allowances were reduced as well. On the fiscal 
side, government investments and current expenditures 
were drastically curtailed, and duties on certain 
luxury items were raised. On the monetary side, 
reserve requirements for all types of deposits in 
commercial banks were increased by 2 points to 18 
per cent, and banks were required to hold 50 per 


cent of their reserves in the form of deposits with 
the Central Bank. 


Subsequently, in February 1970, a comprehensive 
stabilization programme was adopted in conjunction 
with a stand-by credit agreement with IMF. The 
most significant feature of the programme was the 
introduction of a floating exchange rate system, 
designed to stimulate exports and as an alternative 
to import and exchange controls. The programme 
also provided for more effective management of 
foreign debt with a view to limiting the growth of 
short-term foreign debt. On the monetary side, 
measures to tighten credit were introduced to reduce 
the monetary liquidity. On the fiscal front, the 
Government proposed to curb the growth of expendi- 
ture and, at the same time, substantially increase 
revenue through improved tax administration and new 
tax measures. 


With the exception of four leading exports (logs, 
sugar, copra and copper concentrates), all trade 
transactions under the floating exchange rate system 
were to be carried ‘out at the free market rate. In 
the case of these four leading traditional exports, 80 
per cent of the export proceeds were to be surrendered 
to the Central Bank at the official exchange rate of 
3.90 pesos to the dollar and the remaining 20 per 
cent to be sold by the exporters at the prevailing 
market rate. Later, in May, this 80 per cent retention 
scheme was dropped and an export tax was substituted 
for it. This tax was described as a “stabilization 
tax” and is intended to mop up part of the wind-fall 
profits created by the de facto devaluation of the 
currency.® 


As noted earlier, monetary stabilization in recent 
months has proceeded satisfactorily, by and large. 
There has also been considerable improvement in 
the over-all balance of payments position. As is 
usual. with any such stabilization measures as a 
floating rate or outright devaluation, some problems 
of adjustment have arisen. An over 50 per cent 
increase in the cost of imports has produced price 


® According to the Export Tax Law, 75 per cent of the proceeds 
from this tax will go to government revenue, while the balance of 
25 per cent will be deposited with the Development Bank of the 
Philippines in a special account for financing loans to export industries 
(especially those adversely affected by the floating rate) and agricul- 
tural development projects in the private sector. 
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repercussions on the economy. Industries which 
depend on imports for their raw materials are facing 
severe difficulties, and the increased cost of agricul- 
tural inputs, such as fertilizers and equipment, is 
currently creating difficulties for the implementation 
of the expanded food programme, as well as the 
sugarcane production programme. It is hoped, how- 
ever, that this transitionary phase will soon be over 
and the economy will achieve a new equilibrium 
position which will ensure a more efficient allocation 
of resources. 


Current outlook 


As noted earlier, the stabilization measures 
adopted at the beginning of 1970 have led to a slowing 
down of over-all economic activity. During the 
period of adjustment, i.e. 1970 and the first half of 
1971, economic activities will, on the whole, remain 
depressed. Because of the adjustment in the exchange 
rate, the main sectors responsible for growth, in the 
coming years, will be largely export-oriented and 
minimally import-dependent activities. Growth in 
manufacturing activities, since these are heavily 
import-dependent, will be considerably depressed 
during the period of adjustment, but is expected to 
recover rapidly after 1971. Because of the slowing 
down of the economy, there were prospects of some 
increase in unemployment during 1970. At the same 
time, rapidly rising prices pose another serious 
problem of economic management for the Government. 
While a serious or prolonged economic set-back 
seems unlikely, a close watch on the stabilization 
programme will be required in the coming months. 
A certain degree of monetary and financial stabiliza- 
tion has already been achieved, and the balance of 
payment outlook for 1971 is much brighter than in 
the previous three years. The Philippines authorities 
are confident that the monetary and fiscal aspects of 
the stabilization programme will be successfully im- 
plemented and that, from mid-1971, the economy will 
begin to regain the growth momentum experienced 
in the past three years. 


Republic of Korea 
Introduction 


The Republic of Korea attained a record rate of 
growth during 1969, accompanied by continuing 
inflationary pressures, a growing deficit in external 
accounts, and rising fcreign indebtedness. Because 
of these problems, the Government proposed to slow 
down the country’s rate of economic growth in 1970 
by curbing investment spending and to reduce its 
dependence on external sources of finance. 


The Government devoted increased attention to 
developing the lagging agricultural sector and widen- 
ing the range of basic industries, added sufficient 
capacity to meet fully the country’s energy require- 


ments and made good progress towards removing 
long-standing bottlenecks in the transport system. A 
steady decrease was noted in the rate of unemploy- 
ment, particularly in the urban sector. 


The Government planned to increase its efforts 
towards self-reliance in 1970, but increased defence 
expenditures may have forced it to curtail the rate 
of growth of outlays on economic development. 
Exports continued to be buoyant but the external 
deficit widened because of high import requirements. 
Since it will be necessary to rely less on foreign 
grants and more on foreign loans and private foreign 
capital, more of the loans will have to be on con- 
cessional terms if its growing external debt burden 
is not to hamper the country’s pursuit of economic 
growth. 


Rate of growth 


According to the Bank of Korea, the gross 
national product of the Republic (at 1965 constant 
market prices) grew by 15.9 per cent in 1969, 
compared with 13.3 per cent in 1968, rising from 
1968’s won 1,127,320 million to won 1,306,190 
million (table IJ-3-44). In fact, the country grew 
at such a rapid rate that, in 1969, it had already 
achieved the original major aggregate targets for 
1971, the final year of the second five-year plan. 
There were shortfalls only in the agricultural sector 
and in the extent to which it had reduced its reliance 
on external sources for capital formation (table 


II-3-45). 


Table II-3-44. Republic of Korea: 
National aggregates 


(in percentages) 


1962- 1967- 
Item 1969 1969 1968 1969 
A. Rate of growth® 
GNP cat Fcc 5 8.3 12.5 13.3 15.9 
Consumption . .. . 6.1 10.8 11.6 TL 
Gross fixed-capital formation 
(GECE))y GPP -Pe23 2 29.5 40.3 25.2 


Exports of goods and services 26.2 36.8 41.6 31.9 
Imports of goods and services 17.5 35.1 45.9 24.7 


B. Ratios 

Gross fixed-capital formation 

as percentage of GNP. 15.5 28.4 28.9 31.2 
Foreign savings as percentage 

OFGNE Se eT ese tsi 14.5 15.6 16.1 
Foreign savings as percentage 

Of GECHS sites oan. 0 shoe) Slt 54.0 50.4 
Unemployment as percentage 

of economically active 


popuionmiee” Eid meet iO” 5.4 5.1 4.8 


Sources: Bank of Korea, Economic Statistics Yearbook, 1970, 
and Economic Plannizg Board, Mo.zthly Bulletin, Juve 
1970. 
® Annual rate of growth, in percentages at 1965 market 
prices. 
P 1963-1966 only. 
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Table IJ-3-45. Republic of Korea: Plan targets and achievement 


Second 
five-year 
plan target Performance Percentage Plan for® Plan for 
Item ? for 1971 in 1969 achieved 1971 1970 


GNP (in thousand Fillion wons at 1965 prices) . 1,170 1,306 (112) 1,508: 1,445 


Agricultural ‘ 397 370 (93) 424 385 
Mining and manufacturing 314 338 (108) 455 405 
Tertiary 458 598 (130) 630 656 


Consumption (in thousand million wons at 1965 


prices) . ieee e 
Investment (in thousand million wons at 1965 
prices) . 
Exports (in million dollars) . 
Imports (in million dollars) . 


Domestic savings (in sine million wons at 1965 


prices) . 
Foreign savings (in million dollars) 


® As adjusted in 1969. 


‘1,002 1,088 (109) 1,232 1,176 


233 451 (194) 387 471 
719 1,151 (160) 1,500 1,484 
962 1,945 (202) 1,861 2,348 


168 206 (123) 276 270 
243 794 (327) 419 864 


> Based on Economic Planning Board, Overall Resources Budget for 1970, January 1970; the figures are 


under revision. 


Investment and saving 


To sustain its high rate of growth, the Republic 
devoted 31.2 per cent of its gross national product 
to gross fixed-capital formation in 1969, compared 
with 28.9 per cent in 1968. It also reduced its 
reliance on net resource transfers from abroad for 
fixed-capital formation from 54 per cent in 1968 to 
about 50 per cent in 1969. According to non-official 
estimates, the contribution from private saving to 
capital formation increased during 1969, compared 
with 1968, while that from public saving fell. 


The Government has intensified its efforts to 
increase public sector savings, despite a projected 
increase in government expenditures for 1970 of 16 
per cent. The rate of increase in expenditures on 
economic development is to be slowed down to 8.8 
per cent, compared with a 20.2 per cent increase in 
defence spending and a 16.8 per cent increase in 
civil expenditures. Total tax and non-tax revenues 
are to be raised by 27 per cent, with increased resort 
to commodity taxation and government monopoly 
profits, a smaller increase than in the recent past. 
Direct foreign grants, counterpart funds, and receipts 
for the dispatch of armed forces to the Republic of 
Viet-Nam continue to decline, and the Government 
proposes to devote a greater proportion of counter- 
part funds to defence. It is hoped to keep the 
monetary impact of these fiscal operations to a 
minimum by a significant reduction in the consoli- 
dated budget deficit and by not borrowing from the 
Central Bank (Table II-3-46). The first supplement- 
ary budget for 1970, approved on 18 July, provides 
for the rehabilation of flood-stricken areas, the 


increased expenditure to be financed mostly by the 
sale of imported foodgrains and by further increases 
in indirect taxation. 


Table II-3-46. Republic of Korea: 


Government finance 


(in billion won) 


1968 1969 1970 
budget budget budget 
Item (final) (final) (original) 
A. General government sector 
ls Receipts 3: no ce Se enie Oe, 372.6 431.5 
Waxes... ese Geen, L569 262.1 344.1 
—Domestic . . . . (152.0) (209.9) (283.7) 
==> CUSEONIS cn ack are (34.8) (52.2) (60.4) 
Counterpart funds . . 24.8 21.1 16.2 
Others: 2. ke, Gee 45.0 89.4 71.2 
2. Expenditure . . . . 265.0 372.1 431.2 
Civil... <eepece Se qutellot 208.1 243.2 
Defences, asa aoe 64.7 87.6 100.5 
Economic development . 81.2 80.4 87.5 
3. Surplus or deficit . . . —83 0.5 0.3 
B. Government enterprises 
accounts, (OcO)e >. call suey ie 6.8 —10.5 —1.8 
C. Other special accounts (net) . —30.2 —14.7 —0.3 
D. Consolidated surplus or deficit, —31.7 —24.7 —1.8 
Financed by 
Cash balances (increase) . 9.0 -- — 
Borrowing from the Bank of 
Korea (increase) . . . 13.6 11.7 — 
Borrowing from public (net) Bee 3.4 1.0 
Borrowing from abroad (net) 6.9 9.6 0.8 


Source: Bank of Korea. 
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With a view to stimulating the mobilization of 
private savings, interest rates on deposits were in- 
creased in 1965. The annual interest rate on time 
deposits of one year, for instance, was raised from 
15 to 30 per cent in September 1965, and, after three 
downward adjustments, it stands now at 22.8 per cent. 
The subsequent changes were made to align the 
deposit rates with the loan rates, reduce the rates of 
lending to enterprises, particularly export and “key” 
industries, and stimulate the discount market in 
commercial bills. 


Production trends: 
Agriculture 


The output of foodgrains rose considerably over 
the drought-stricken level of 1968. Thus, the output 
of the Republic’s major cereal, rice, not only re- 
covered from the low 1968 level of 3.195 million tons 
but reached a record high in 1969 of 4.090 million 
tons. This increase in output, according to the official 
1970 grain demand-supply programme, would enable 
the Republic to reduce its import dependence to 17.3 
per cent of its requirements, compared with 20.7 
per cent in 1969, 


The bumper harvest in 1969 was due not only 
to favourable weather but also to expansion of the 
area under irrigation and double cropping, and to 
an increase in the availability of agricultural inputs, 
such as fertilizers, limestone, and improved seeds. 
The Republic, which has for some time supplied 
improved seeds of the conventional varieties, is keenly 
interested in the “green revolution”, but promotion 
of the new varieties is still at an experimental stage 
in this country. 


The Government’s expenditure on rural develop- 
ment during 1969, was budgeted to increase by about 
60 per cent over the 1968 level, with emphasis on 
all-weather farming through construction of small- 
scale irrigation facilities. Thus, budgeted expendi- 
ture on groundwater development, i.e. drilling shallow 
wells in drought-affected areas, increased in 1969 by 
58 per cent over the previous year’s level and was 
expected to rise by about another 52 per cent in 


1970. At the same time, greater attention is being 


paid to the need for integrated development of major 
river basins, and work has begun on the multipurpose 
Pyongtaek-Kumgang project, one-half of whose capital 
requirement of $90 million is to be financed by 


_ IBRD. 


Farm machinery used in the Republic has in- 
creased both in number and variety, but there is still 
need for an increased supply of improved agricultural 
inputs. Also needed is an increase in the average 


size of the unit of cultivation, which is low because 


of the adoption of improved farming techniques. 


The Government’s target is to consolidate land hold- 
ings in 45 per cent of the total land under paddy, 
but only 25 per cent had been consolidated by 1969. 
However, the Government proposes to accelerate 
consolidation by introducing legislation to simplify 
the present complex legal procedures. The Govern- 
ment also recognizes that agricultural credit has to 
be extended for a longer period and at lower interest 
rates than at present if improved farming techniques 
are to be adopted. 


An additional aim of the Government is to reduce 
the gap between urban and rural incomes. For 
example, the Government has tried to reverse the 
adverse movement of the terms of trade between the 
agricultural and industrial sectors by increasing the 
official purchase prices of rice (1969) and of barley 
(1970). Since the price of rice is being raised by 
more than the price of barley, this may reduce the 
consumption of rice and increase the consumption 
of barley. Also, the Government has, with help from 
Australia and New Zealand, vigorously promoted 
expansion of the livestock industry through the 
establishment of two livestock co-operatives in each 
state, and nearly twenty agro-industrial projects have 
been fostered by the Agriculture and Fishery Deve- 
lopment Corporation. In addition, the Government 
plans, over a period of ten years, to provide increased 
land for farmers by developing slopeland. 


Fishery output, on which the Republic relies 
significantly for primary export earnings, increased 
slightly in 1969 to 863,000 tons, compared with 
852,000 tons in 1968. Unfortunately, the growth of 
this industry is handicapped by inadequate trans- 
portation, cold storage, and marketing facilities, and 
a further problem is the existence of international 
disputes over fishing rights. 


Manufacturing 


The manufacturing sector, and especially manu- 
facturing for export, continues to have the highest 
growth rate of any sector of the economy. Though 
the exceptionally high rate of 1968 was not main- 
tained in either 1969 or the first half of 1970, the 
rate of growth of manufacturing output continued to 
be nearly twice that of national product. The output 
of consumer goods accounts for nearly two-thirds of 
total industrial output, and the variety and sophistica- 
tion of consumer goods have increased in response 
both to internal demand, as in the case of food- 
processing industries, and to export demand, as in 
the case of textiles. Recently, however, the rate of 
growth of output of consumer goods has been out- 
stripped by that of intermediate and capital goods 
because industrial development has increased the 
opportunities for import substitution in this area. 
Thus, while the well-established fertilizer and cement 
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industries have continued to expand, important new 
industries have appeared, manufacturing such pro- 
ducts as plastics, synthetic fibres and petrochemicals. 
In addition, construction of an integrated iron and 
steel mill, with an initial capacity of 1.0382 million 
tons of crude steel, is under way. The foreign 
exchange component of this project is to be financed 
by $30.8 million in grants and $42.9 million in loans 
from Japan under the Republic of Korea-Japan pro- 
perty claims funds and $50 million in loans from the 
Export-Import Bank of Japan. The domestic com- 
ponent amounts to won 35,300 million. 


The rapid industrial expansion within such a 
short period of time has resulted in some structural 
weaknesses, and the Government has become increas- 
ingly aware of the need for removing these weak- 
nesses. For example, import substitution at higher 
stages has been impeded by preferential treatment of 
imports of raw material and component parts which 
are then processed for sale in the profitable domestic 
market. In this connexion, however, the Government 
proposes to increase the share of domestically manu- 
factured components in, for example, the automotive 
and electronics industries. Products of newly estab- 
lished industries producing substitutes for imports are 
likely to have high prices, at least in the initial stages, 
but the Government proposes to maintain low prices 
for domestically produced inputs, such as petrochemi- 
cals and chemical products. 


The cost structure of the Republic’s industries is 
characterized by comparatively low wages and high 
capital cost, and the interest burden is particularly 
onerous as the scale of production prevailing in many 
industries is not always optimal. According to the 
latest available Mining and manufacturing survey 
(1967) industrial production is becoming increasingly 
concentrated in large enterprises, but small and 
medium-sized enterprises still accounted at that time 
for nearly 40.2 per cent of output and 56.8 per cent 
of employment. While large-scale units (employing 
200 persons or more) produced 60 per cent of the 
output of the consumer goods industries and 71 per 
cent of that of the intermediate goods industries, 
they accounted for only 53 per cent in their capital 
goods industries. Thus, the Republic has an industrial 
structure in which the average size of an industrial 
enterprise producing capital goods is only about half 
the size of one in the consumer goods industries and 
even less than half the size of one in the intermediate 
goods industries. This prevalence of so many small- 
scale producers in the vital capital goods industry 
has led the Government to take steps towards their 
rationalization. 


To provide long-term industrial financing, the 
Government has enlarged the scope of the Korea De- 
velopment Bank, created new financial intermediaries, 


and authorized the establishment of a Korea Industrial 
Development Corporation charged with encouraging 
the growth of an organized capital market. The 
Korean Institute of Science and Technology was set 
up to enlarge the supply of locally trained personnel 
and to disseminate modern technology. In spite of 
these efforts, however, almost all the big industrial 
projects, past and present, have been of the “turn-key” 
variety. 


Energy 


The Republic’s high rate of growth has been 
sustained by an expansion in energy supply. Since 
1967/68 the Republic has been constructing power 
plants at a rapid pace, and generating capacity is 
expected to increase from 1,636 MW in 1969 to 2,668 
MW by the end of 1970. Capacity is expected to 
be adequate for the near future although shortfalls 
remain in transmission and distribution facilities. 
Because coal reserves are limited, the Government is 
seeking to bring about a shift from coal to oil and 
planned to increase installed capacity for petroleum 
refining from 175,000 bpd in 1969 to 275,000 bpd 
in 1970. This will make the Republic almost self- 
sufficient in gasoline, diesel and other oils. 


Transport 


The Republic is making continued progress in 
removing long-standing bottlenecks in the transport 
sector, There are plans to relieve the strains on the 
railways by a shift to vehicular transport and coastal 
shipping; and, in July 1970, the Seoul-Pusan ex- 
pressway, linking the capital to the large port, was 
completed. However, more feeder roads have to be 
constructed, minor roads need to be repaired, and 
minor ports improved. In the meantime, the railways 
still carry nearly three-fourths of the freight and there 
have been important improvements in this sector. 
With external financial assistance, more tracks have 
been laid, the number of diesel locomotives increased, 
and the rolling stock has grown and been modernized. 
The Republic has also been steadily adding to its 
present small ocean and coastal fleet, and plans to 
expand its shipbuilding industry with the co-operation 
of Japan. 


Stabilization measures 


The high rate of growth in 1969 was accompanied 
by a large expansion of credit and of the money 
supply, particularly in the latter half of the year. 
This resulted in inflationary pressure which continued 
to mount in 1970, in spite of the Government’s 
attempt to “cool” the economy by slowing down the 
rate of investment and restricting the expansion of 
credit. 
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The money supply increased during 1969 by 45.5 
per cent, nearly three times the rate of growth of 
real national product (15.9 per cent). Factors con- 
tributing to this expansion were: the budgetary deficit, 
bank credit extended to the private sector, and the 
large inflow of foreign cash loans. For 1970 the 
target increase in the money supply was set at a 
lower level than for the previous year. 


The Government had earlier set the reserve base 
(notes and coins issued by the Bank of Korea and 
commercial banks deposits with the Bank of Korea) 
as the guide to the expansion of credits. The reserve 
base rose from won 156.100 million at the end of 
1968 to won 215.800 million by the end of 1969 
while the increase the Government desired was only 
won 199.100 million. Now, however, credit creation 
is to be controlled more directly through a ceiling 
on the expansion of domestic credit by the banking 
system. The plan for 1970 was to hold credit 
expansion to 40 per cent, compared with 60 per cent 
in 1969, but this is likely to be exceeded because 
of a probable inflow of foreign cash loans. 


In line with this objective of reducing the growth 
rate of the money supply in 1970, credit was restrain- 
ed in the earlier part of the year, and official figures 
for the money supply during the first half of the 
year seem to indicate that the official target was met. 
Expansionary pressures continued to be strong, how- 
ever. The Government’s original and first supple- 
mentary budgets for 1970 had aimed at holding 
expansionary forces to a minimum, but the planned 
reduction in the consolidated deficit on government 
account had not fully taken into account the amount 
of official grain purchases. In the latter part of the 
year, also, there were indications of relaxation of 
the restrictions on private sector credit, and there 
was no indication of a change in the Government’s 
policy of subsidizing export industries. Finally, there 
were some large industrial firms with heavy internal 
and foreign debt burdens and with inadequate cash 
flows, and governmental reorganization of such firms 
had invariably involved provision of additional credit, 
including even foreign cash loans. 


In recent years, a continuing inflationary factor 
in credit expansion in the external sector has been 
an increasing resort to foreign cash loans, even 
for financing the domestic expenditure on projects. 
Foreign cash loan inflow in 1969 was at three times 
the level the Government had set as a target, and 
a considerable spillover was expected in 1970. The 
Government is contemplating the imposition of an 
interest equalization tax to discourage an excessive 
inflow of foreign cash loans that take advantage of 
the higher interest rates in the Republic. 


The Government officially continues to follow a 
floating exchange rate policy which allows the foreign 
exchange rate to find its own level. In theory, the 
commercial banks determine their own rates for 
foreign exchange, but, in practice, the market follows 
the lead of the official Korea Exchange Bank which 
dominates foreign exchange transactions. The won 
per dollar rate fell from won 281 on 31 December 
1968 to won 305 on 31 December 1969 and won 311 
on 30 June 1970. However, the fall in the exchange 
rate was not commensurate with the increase in the 
Republic’s external deficit on current account or with 
the comparative rise in prices within the Republic. 
The Government continued to concentrate on stimulat- 
ing exports through various subsidies and concessions 
and reducing imports through restrictive measures. 


Price movements 


Prices increased during 1969 at a lower rate 
than in the preceding years, but, in the first seven 
months of 1970, they started rising at a rate greater 
than in the corresponding period of 1969. The 
wholesale price index in 1969 recorded an increase 
of 6.8 per cent, compared with 8.1 per cent in 1968, 
but, in the first seven months of 1970 it rose by 5.8 
per cent, compared with 4.8 per cent during the 
corresponding period of the year before. Among the 
factors accounting for this increase were a higher 
government purchase price for foodgrains, increased 
prices of imported commodities and construction 
materials, and the delayed effect of the monetary 
expansion of the latter part of 1969. 


Higher prices of basic goods, along with con- 
tinued shortfalls in the supply of social services (e.g. 
housing, education, and medical facilities), pushed 
the cost of living upwards. The all-urban consumer 
price index rose by 12.3 per cent in 1969, compared 
with 10.8 per cent in 1968, and continued to climb 
in the first four months of 1970 by nearly 5.3 per 
cent, compared with the rise of 4.5 per cent in the 
corresponding period of 1969. 


Population, wages and employment 


By the end of 1969, the Republic’s population 
was estimated at 31.5 million. The rate of growth of 
population declined by about 0.05 percentage points 
annually during the period 1963-1968 to a rate of 
2.3 per cent in 1968, and the goal is to reduce it 
to 2 per cent by 1971. The Government’s own 
expenditure on family planning rose substantially in 
1969, and this was supplemented by assistance from 
Sweden and the United States. The number of people 
migrating into urban areas has been increasing, on 
the average, by 2.7 per cent a year, with annual 
migration into Seoul as high as 6 per cent, and there 
is an acute shortage of housing in the urban areas. 
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Data on wages and productivity are fragmentary. 
According to an official statement, real wages rose 
during the 1960s, but the increase in productivity 
was greater. Thus, the labour productivity index 
rose from 72.5 in 1961 (1965=100) to‘177.3 in 
1969, while the real wage index increased from 113.9 
in 1961 to only 137.8 in 1969. Shortages have begun 
to appear in the supply of technically skilled labour, 
and more rapid increases in average rates may result, 
but the level of wages is still generally considered 
to be low. 


According to the Survey of economically active 
population, unemployment has steadily declined, the 
percentage of unemployed to economically active 
population decreasing from 6.2 in 1967 to 5.1 in 
1968 and to 4.8 in 1969. The decline, which was in 
large part due to rapid industrial expansion and to 
growth in the service sectors, was greater in the 
non-farm sector than in the farm sector (which also 
has a higher degree of “disguised” unemployment). 


Balance of trade and paymenis 


The Republic’s rapid rate of growth has been 
marked by buoyant expansion in its commodity 
exports which grew at an annual rate of 40.8 per 
cent during 1962-1969 and at 42.2 per cent in 1968. 
Although growth in 1969 was less impressive than 
in 1968, commodity exports continued to increase at 
a high rate of 36.7 per cent, from $455.4 million in 
1968 to $622.5 million in 1969. This remarkable 
increase in commodity exports has been characterized 
by the expansion and diversification of exports of 
manufactured goods whose share in the total increased 
from 74.3 per cent in, 1968 to 77.0 per cent in 1969. 
One-half of the total merchandise exports continued 
to go to the United States and a little more than 
one-fifth to Japan. The United States takes nearly 
all of the Republic’s exports of human hair and wigs 
and of plywood and footwear, nearly three-fourths of 
electrical machinery exports, and slightly less than 
two-thirds of clothing exports. 


The Republic is faced with a growing imbalance 
in its trade with Japan. Its deficit with that country 
accounted for half of its over-all trade deficit in both 
1968 and 1969, the latter a year during which the 
over-all trade deficit increased by one-fifth. The 
Republic’s imports from Japan consist not only of 
capital goods and transport equipment but also of 
industrial raw materials, such as synthetic fibres. 
The Republic hopes to benefit from a recent decision 
by Japan to change the base for import duties on a 
limited number of items which contain Japanese raw 
materials and intermediate components. The base 
had been the value of the goods, but it now becomes 
the value added to what was imported from Japan. 
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The Republic also hopes to increase its exporis to 
Japan of primary goods, particularly food items. 


The import content of Korea’s exports is very 
high, amounting in the aggregate to 37.6 per cent, 
and, in the case of manufactured goods, to 46.8 per 
cent. Also, subsidies to export industries, in the form 
of tax and credit concessions and preferential treat- 
ment with respect to imports of raw materials and 
capital goods, continue to be substantial. According 
to unofficial estimates, they amounted to nearly 27 
per cent of export value in 1968, and indications are 
that they have been increasing since. There is 
growing official recognition of the vital need to make 
export industries more efficient in view of their 
dependence on imported raw materials and the 
inevitable tendency for wages to rise. However, there 
has been no attempt yet to make the system of export 
subsidies discriminatory with a view to encouraging 
productivity. 


The imports of this rapidly growing economy 
continued to increase, rising from $1,462.9 million 
in 1968 to $1,823.6 million in 1969. The rate of 
increase in imports in 1969 (24.7 per cent) was, 
however, lower than in the previous year, owing to 
a decline in the rate of increase in capital goods 
imports. Consumer goods imports were kept under 
control, but imports of foodgrains rose significantly 
in 1969 due to the drought in 1968. Also of im- 
portance were increased imports of raw materials, 
such as lumber and wood for plywood manufacture, 
synthetic fibres and wood for the textile industry, 
and crude oil for petroleum refining. However, 
growing domestic production continued to replace 
imports of fertilizer and cement. Of the Republic’s 
total imports, a little more than 40 per cent came 
from Japan and about 30 per cent from the United 
States. 


The growth of imports has slowed down the 
momentum of the import liberalization initiated by 
the “negative list” introduced in 1967. Imports are 
controlled by quantitative import restrictions, advance 
deposits against imports, and import duties. Since 
1969, the Government has been engaged in an over-all 
review of tariff policy with a view to providing 
discriminating protection. To this end, it has in- 
troduced modifications in the tariff structure in 
specified cases where domestic prices are higher than 
import prices. 


The Republic’s merchandise trade deficit in- 
creased from $835.8 million in 1968 to $991.7 million 
in 1969, and the surplus on “invisible” account 
continued to be small but growing. Total deficit on 
current account grew at a slower rate in 1969 to 
$550.8 million, compared with an increase of 60 per 
cent to $440.3 million during 1968. 
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External aid and foreign capital 


External official transfers have increasingly taken 
the form of loans instead of grants. Thus, during 
1969, foreign grants to the Republic amounted to 
$140.0 million, and foreign loans, $547.8 million, 
while, in 1968, the flow of grants was $135.9 million, 
and of foreign loans, $338.6 million. Of this inflow, 
most comes from the United States, but Japan’s share 
has continued to increase. 


There was a decline in project assistance and 
PL-480 grants from the United States from $85.5 
million in 1968 to $67.7 million in 1969 and AID 
_loans decreased from $42.4 million to $27.5 million. 
By contrast, with the increase in PL-480 assistance 
in the form of concessional loans, United States 
government loans to the Republic rose from $48.7 
million in 1968 to $117.9 million in 1969. Claims 
funds from Japan increased significantly during 1969 
with $32.7 million in grants and $21.1 million in 
loans, compared with $30.0 million in grants and 
$16.6 million in loans during 1968. Recently, there 
has also been an increase in loans from international 
financial organizations. 


Foreign investors continue to be attracted to the 
Republic by its growth prospects and liberal con- 
cessions. There has been a relative slackening in the 
inflow recently, however, as the Government has taken 
measures to induce foreign capital to conform to plan 
priorities and to reduce the external debt burden. 


As of May 1970, foreign capital contracted for 
introduction into the Republic stood at $2,600 million, 
but the rate of increase was declining. Thus, the 
amount contracted for during the first five months 
of 1970 was only $173.2 million, compared with 
$557.4 million in 1968 and $902.6 million in 1969. 
Nearly 94 per cent of foreign capital continues to 
be in the form of loans with government and com- 
mercial bank guarantees, so the share of direct 
investment is only about 6 per cent. Commercial 
loans, mostly guaranteed by commercial banks, 
generally have a comparatively short period of repay- 
ment and a high interest rate. Such loans accounted 
for 84 per cent of the total in 1968 and about 70 
per cent in 1969, indicating the hardening terms at 
which they have been obtained. During 1970, the 
share of loans to the public sector continued to 
increase, and more than half of such loans were 
provided by international financial institutions such 
as ADB, IBRD, IDA and the International Financial 
Corporation, attesting to the Government’s success in 
attracting concessional loans. Most foreign capital 
has been utilized for infrastructure projects in such 
areas as transportation and electricity, for the manu- 
facture of producer goods, and for the development 
of medium and small-scale industries. Recently, 
however, rural development has slightly increased its 
share. 


External debt burden 


According to official figures, debt servicing will 
absorb nearly one-sixth of commodity export earnings 
in 1970 for which a target of $1,000 million has 
been set. These figures, however, do not include 
repayments on loans with a maturity of less than 
three years. 


Current prospects 


The Republic’s annual plan for the fourth year 
of its second five-year plan, the over-all resources _ 
budget for 1970, was drawn up against the back- 
ground of problems arising from the rapid growth 
in 1969. The projected rate of growth in gross 
national product for 1970 was reduced to 10 per cent; 
according to preliminary figures it had already 
reached 9.7 per cent (annual rate). The planned 
rate of gross capital formation was also lowered, from 
an estimated 34.3 per cent of GNP in 1969 to 32.5 
per cent in 1970. The objective was to reduce 
dependence on foreign savings from 16.2 of GNP in 
1969 to 13.9 per cent in 1970, with an increase in 
domestic savings from 18.1 to 18.6 per cent. Since 
the high-priority projects proposed for 1970 in the 
industrial as well as in the agricultural sectors are 
more capital-intensive than in the past, the desired 
decline in the investment rate can be achieved only 
if the proposed reduction or postponement of “‘in- 
essential projects” is carried through. 


A target of $1,000 million was set for commodity 
exports for 1970, although this increase of about 51 
per cent will be difficult to achieve in the light of 
the current prospects for the Republic’s leading 
exports, such as textiles and plywood. Invisible 
receipts were expected to increase slightly, though 
their main component, earnings from the war in 
Viet-Nam, had already started to decelerate in 1969. 
Merchandise imports were to decline to $1,805 million 
in 1970 from $1,823.6 million in 1969, but this, like 
the export target, may be hard to reach. While the 
import of capital goods may be kept down through 
rationalization of domestic industry, it will be difficult 
to restrict the import of raw materials and inter- 
mediate goods needed by the export industries for 
the achievement of their target of $1,000 million. 
Imports of services may also increase, compared with 
1969, particularly shipping services. 


In sum, the Republic may find it difficult to 
achieve a reduction in foreign capital inflow of the 
magnitude envisaged in the over-all resource budget. 
In view of the growing foreign debt service obliga- 
tions, it may therefore need more foreign capital from 
official sources at concesisonal terms than envisaged 
in its plans. ; 
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Singapore 
Major trends and policy issues for the year 


The two major problems confronting the Govern- 
ment of Singapore at the beginnifig of 1970 ‘were an 
anticipated decline in the rate of growth of world 
trade and an expected fall in British military spending. 
In neither case was there much that the Government 
could do to prevent the event from taking place, so 
the policy problem confronting the Government was 
how to offset the potentially adverse effects of these 
developments.” 


With respect to British withdrawal, the Govern- 
ment has already instituted programmes for retraining 
workers and has begun implementing plans for putting 
those facilities given up by the British to other uses. 
To counter the aggregate impact of lower spending 
by the British, the Government expected to rely in 
part on funds provided from abroad, but, more 
importantly, on increased investment and exports, and 
this despite the projected slowing down in the rate 
of growth of world trade. In view of Singapore’s 
very heavy dependence on foreign trade, no other 
policy was possible, and the Government of Singapore 
was realistic enough to recognize this. 


The Government has long since recognized that 
prospects are limited for expanding the entrepot trade 
on which Singapore’s economy has traditionally been 
dependent. For several years, therefore, it has been 
engaged in efforts to develop new lines of activity, 
especially manufacturing and tourism. ‘These efforts 
have taken the form of investment incentive schemes, 
the mechanics of which have changed over time, but 
which basically function by providing tax relief for 
a period the length of which depends on such criteria 
as export orientation and the size and technological 
intensity of the firms involved.® 


In addition to investment incentives, the Govern- 
ment enacted labour legislation (the Employment Act 
of 1968) which, from a management point of view, 
is extremely attractive since it severely restricts the 
range of conditions of employment which are subject 
to collective bargaining. Also, the Government has 
progressively liberalized immigration legislation to 
combat a steadily increasing shortage of skilled 
labour. 


Nor has the Government hesitated to become 
directly involved in the economy. It owns outright 
a major interest in several firms, including an ocean 
shipping line. The Jurong Town Corporation deve- 
lops and manages industrial estates, the Development 


1 This is the first time since 1955 that a survey of Singapore has been 
included in the Economic Survey of Asia and the Far East. 

2 The Minister for Finance’s Budget Statement on 9 March 1970. 

3 Economic Expansion Incentives (Relief from Income Tax) Act of 
1967. 


Bank of Singapore makes both loan and equity 
capital available to new enterprises, and the Interna- 
tional Trading Corporation assists exporters at home 
and maintains a network of offices abroad to seek 
out new markets. 


An important measure of the success of these 
efforts is that, by mid-1970, there were 255 pioneer 
establishments in production, supplying employment 
to 42,730 workers, with output of S$1,340 million, 
value added of S$340 million, and export sales of 
5$540 million. These firms constituted only 14.3 
per cent of manufacturing establishments with ten or 
more workers, but they provided 44.1 per cent of 
employment, 45.3 per cent of value of output and 
35.1 per cent of value added. There were, in 
addition, forty-nine pioneer establishments in imple- 
mentation.® 


As for tourism, receipts in this sector were 
growing faster in 1969 than in any other sector in 
the economy. In fact, gains here were expected to 
be substantial enough to offset completely the impact 
of cut-backs in British military spending during 1970 
and 1971. 


The record in 1969 


Gross domestic expenditure at current prices in 
1969 rose to S$4,654.6 million, an increase of 9.8 
per cent over 1968. In per capita terms, this was 
an 8.3 per cent rate of growth. 


The increase in the supply of money® during 1969 
amounted to 18.2 per cent. However, this had little 
effect on prices, the Consumer Price Index declining 
from 111.4 in 1968 to 111.1 in 1969. 


Gross domestic fixed capital formation was up 
from the previous year by 25 per cent, of which 64.9 
per cent was private sector investment and 35.1 per 
cent was public sector. This constituted 18 per cent 
of GDP at market prices, up from 16.4 per cent in 
1968. While gross national savings are not neces- 
sarily used for capital formation, they were more than 
adequate for this purpose, amounting in 1969 io 18.9 
per cent of GDP at market prices, compared with 
23 per cent in 1968. 


By industrial origin, the most important com- 
ponents of GDP (factor cost) were entrepdt trade 
(17.5 per cent), manufacturing (17.1 per cent), 
domestic trade (16.1 per cent), and “other” (15.7 
per cent), the four between them accounting for 66.4 
per cent of GDP in 1969. Considering Singapore’s 


* Value of imported inputs and net foreign exchange earnings/losses. 

5 “Progress of Manufacturing Industries” (table), Singapore Trade 
and Industry, Singapore, September 1970, p. 27. 

® Currency in active circulation plus demand deposits, Sane | 
government demand deposits. 
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desire to boost manufacturing activities, it is worthy 
of note that manufacturing was up from the year 
before as a percentage of the total, and, in terms of 
year-to-year percentage gains, manufacturing rose by 
22.5 per cent, exceeded only by the gains of 45 per 
cent in tourism and 31.1 per cent in the entrepét 
trade. 


In the foreign sector, there was a deficit of 
$$1,392 million on merchandise account, up from 
1968’s deficit by approximately 19 per cent. The 
deficit was reduced by a favourable balance on 
“Services and unrequited transfers” to S$687 million 
which was more than covered by a large ‘“‘Net errors 
and omissions” item of $$975 million. There was 
also a private long-term capital inflow of S$109 
million and a public inflow of 5$64 million. Singa- 
pore’s foreign exchange holdings increased to $$3,151 
million in 1969, a rise of 35.6 per cent, compared 
with an increase of 22.3 per cent in 1968. 


The commodity composition of trade shifted in 
a way which reflected the Malaysian export boom and, 
in all probability, the continuing apparent importance 
of trade with Indonesia.*?. For example, exports of 
crude rubber were up from 21.5 per cent of total 
exports in 1968 to 27.8 per cent in 1969. On the 
import side, food items and live animals dropped 
from 17.5 per cent in 1968 to 14.5 per cent in 1969, 
and, reflecting greater exports, imports of rubber were 
up from 11.7 per cent to 14.3 per cent. 


The only sector whose output did not increase 
during 1969 was “Military services”, where the effects 
of British withdrawal are beginning to be felt with 
increasing force. GDP originating in the manufac- 
turing sector was up by 22.5 per cent, and this sector 
also rose as.a percentage of GDP from 15.8 (1968) 
to 17.1 per cent (1969). The largest gain in per- 
centage terms, however, was in tourism, which rose 
over 1968 by 45.5 per cent. This sector still accounts 
for only 4.4 per cent of GDP, but it is expected to 
continue to grow at a very rapid rate. Finally, the 
large 1969 rise in the entrepét sector has already 
been noted and explained above in the discussion of 
the commodity composition of trade. 


Figures on unemployment are not available, but 
the Finance Minister’s speech on the 1970/71 budget 
makes it clear that unemployment is no longer con- 
sidered a serious problem in Singapore. In fact, 
there is such a shortage of skilled labour that changes 
have been made in the immigration laws to encourage 
skilled workers to emigrate. 


7 Figures on trade with Indonesia have not been published since 


1963 


It is difficult to deal with developments in the 
public sector for 1969 on a comparative basis because 
the Government was in the process of changing to a 
new fiscal year. In the future, the fiscal year will 
cover the period 1 April-31 March, but, during the 
transition period, 1 January 1969—31 March 1970 
was used as the financial year. With respect to this 
period, data are available only on a 15-month basis. 
To cope with this problem, estimates for 1969 were 
obtained by taking four-fifths of the 15-month figures, 
and comparisons with 1968 are made on this basis. 
Wherever appropriate, however, the 1 January 1969— 
31 March 1970 figures appear in parentheses after 
those for 1969. 


Current government expenditure for 1969 was 
up by 5.8 per cent from 1968. Of the total, general 
services accounted for 35.5 per cent (including S$30 
million transferred to the Development Fund), social 
services for 33.4 per cent, economic services for 7 
per cent, community services for 2.1 per cent, and 
unallocable expenditures for 21.9 per cent. 


Current revenue amounted to S$840.4 million 
(S$1,050.6 million), higher by S$46.9 million than 
1968, a 4.7 percentage increase. Of this sum, taxes 
provided 69.2 per cent, reimbursements on sales of 
goods and services 13.7 per cent, income from invest- 
ments and property 5 per cent, and “other” 16.2 per 
cent. The revenue shortfall of S$9.4 million was 
covered by a transfer from reserves. 


Pro rata development expenditure in 1969 was 
approximately $$257.6 million (S$322 million). 
These funds were allocated among the various 
ministries as follows: Ministry of Finance, 41.4 per 
cent for loans to statutory authorities and to industrial 
and commercial enterprises; Ministry of Education, 
9.6 per cent; Ministry of Interior and Defence, 14.9 
per cent; Ministry of Law and National Development, 
27.2 per cent; and the remaining 6.9 per cent among 
the other Ministries. 


Similarly revised data on Development Fund 
receipts are not yet available, but an idea of the 
manner in which development expenditure was financ- 
ed can be obtained from unrevised data by noting 
what percentage of receipts was expected to come 
from what source. For 1969, the pro-rated total 
expected was S$249.4 million (S$311.6 million). Of 
this, 12 per cent was to come from the current budget 
(Consolidated revene account), 54.6 per cent from 
borrowing (Consolidated loan account), and 33.4 per 
cent from unspecified “other” sources. This would 
have left a surplus for the Development Fund, but 
whether such a surplus in fact materialized can only 
be determined when more recent data are available. 
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Performance in 19708 


Data for 1970 are still fragmentary, but are 
available in some areas of particular interest, such 
as the foreign trade sector. Durimg the peried July 
1969-June 1970, imports increased over the previous 
12 months by 27.4 per cent to a level of S$6,951 
million. For the same period, exports were up 12.4 
per cent to S$4,816 million. The merchandise account 
deficit for the 1969/70 period was therefore S$2,136 
million, up substantially from $$1,175 million in 
1968/69. 


In May 1970, commercial bank deposits were 
S$2,959 million, or 20.7 per cent larger than in May 
1969, while loans and advances had risen over the 
same period by 22.9 per cent. In June 1970, the 
Consumer Price Index stood at 110.8, compared with 
111.8 at the beginning of the year and 110.9 in 
June 1969. 


From July 1969 to June 1970, government re- 
venue was S$1,111 million or 29.4 per cent higher 
than during the corresponding 12-month period a year 
earlier. The greatest absolute increase was in income 
tax receipts which rose by $$72.7 million or 43.6 
per cent. 


In the manufacturing sector, the number of 
establishments with ten or more workers rose to 
1,780 in mid-1970, a percentage increase of 7.9 over 
mid-1969. Between the same two dates, the number 
of workers employed by the establishments rose from 
82,320 to 96,820 (17.6 per cent), the output from 
$$2,420 million to $$2,960 million (22.3 per cent), 
the census valued added from $$780 million to S$970 
million (24.4 per cent), and domestic exports from 
$$750 million: to S$970 million (29.3 per cent). 
Pioneer establishments accounted for much of the 
change.’° 


For the period July 1969-July 1970, outlays on 
construction were $$236 million, up by 8.15 per cent 
from the July 1968 to July 1969 figure. Growth in 
the private sector was 10.71 per cent, while in the 
public sector it was 6.99 per cent. 


Finally, tourist arrivals by sea and air during 
the first five months of 1970 were up by 26 per cent 
from the same period in 1969, from 154,000 to 
193,000. 


In sum, events in 1970 were proceeding much 
as projected by the Finance Minister in his 1970 


® Unless otherwise indicated, data from this point on are either from 
Yearbook of Statistics, Singapore, 1969, Department of Statistics, 
Singapore: Monthly Digest of Statistics, vol. IX, No. 8, August 1970, 
Department of Statistics, Singapore; or mimeographed statistical tables 
(undated) released by the Department of Statistics, Singapore. 

® The figures for earlier 12-month period were estimated by the 
procedure explained above. 

10 “Progress of Manufacturing Industries”, op. cit. 
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budget message. The rate of increase in exports was 
down and that of imports was up, the latter in good 
part due to increased imports of steel plates, industrial 
machinery and non-electrical machinery. These kinds 
of imports reflect Singapore’s continuing success in 
attracting new industries and should later be reflected 
in rising exports. Finally, tourism was well up over 
the previous year, and this again as expected. 


Over-all growth and the use of resources 


Since 1965, Singapore’s GNP has risen from 
5$3,266 million to 5$5,206 million, an average of 12.4 
per cent annually. The corresponding increase in 
GDP at market prices was from $$3,213 million to 
$$5,096 million. The difference between these two 
figures reflects a continuing net inflow of factor 
receipts from abroad. Per capita GNP has likewise 
grown rapidly, rising from $1,751 in 1965 to $2,581 
in 1969, a compound rate of growth of 10.2 per cent. 


As a percentage of gross domestic expenditure 
at market prices, gross domestic fixed-capital forma- 
tion was 19.7 in 1969, up from 17.4 in 1968 and 
14.7 in 1965. Private consumption expenditure also 
rose in absolute terms over the 1965/69 period, but, 
of course, fell as a percentage of gross domestic 
expenditure (GDE). As between public and private 
consumption, public spending was 11.4 per cent of 
GDE in 1969, up from 9.7 per cent in 1965, while 
private spending had declined from 75.6 per cent to 
68.9 per cent. 


Gross national savings rose from S$507 million 
in 1965 (15.8 per cent of GDP at market prices) 
to $$1.470 million in 1969 (28.8 per cent of GDP 
at market prices) an increase of 190 per cent. Except 
for 1965, GDE has been less each year than GDP, 
and this has been reflected in increasing annual 
additions to Singapore’s foreign exchange reserves 
(S$514 million in 1969). 


As a source of GDP (factor cost), manufacturing 
has steadily increased in both absolute and relative 
terms since 1965, rising from $$414.3 million in that 
year (13.6 per cent of GDP) to S$827 million in 
1969 (17.1 per cent ot GDP). With respect to other 
sectors, wholesale and retail trade continued to be 
the largest in 1969, accounting for 33.6 per cent of 
GDP. Slightly over half of this was entrepét trade 
and the rest domestic. In declining order of relative 
importance, the two sectors already discussed were 
followed by “other services” (15.7 per cent), British 
military services (8.6 per cent), government services 
(6.7 per cent), tourism (4.4 per cent), construction 
(4.3 per cent), ownership of dwellings (3.8 per cent), 
agriculture and fisheries (3.3 per cent), and elec- 
tricity, gas, and water services (2.5 per cent). 


LL &£—— 


me ae yom 


Chapter III. Current Economic Developments and Policies 299 
AS LE EE TL AE TE Ee 


Agriculture 


Gross domestic product (factor cost) originating 
in the agricultural and fisheries sector has grown in 
absolute terms, but has declined in relative terms from 
4.9 per cent of GDP in 1965 to 3.3 per cent in 
1969. Possibilities of further expansion in this sector, 
and particularly in agriculture, are, of course, limited, 
but by no means exhausted. Singapore can hardly 
supply itself with rice but has been able to meet 
most of its requirements for meat, poultry and eggs, 
and more than 50 per cent of its needs for fresh 
vegetables. Imports of fish continue to supply the 
bulk of domestic needs, but the Government is pro- 
moting increased domestic production and hopes to 
reverse the declining trend in local production and 
employment in this industry. 


Industrial production 
General 


As already noted, it is a major objective of 
policy to promote the growth of industry in Singapore 
and especially of industry which is export-oriented. 


As part of an intensified effort to encourage both 
foreign and domestic investment in Singapore, the 
Government in 1967 introduced new investment in- 
centives which provided tax relief not only for new 
(pioneer) firms but for expansion by existing firms 
and for firms which met certain export goals as well. 
In general, the degree of tax relief varied directly 
with the amount invested. On 22 July 1970, this 
Act was amended to require greater investment to 
qualify for particular incentives, but the basic nature 
and purpose of the Act remained the same. 


Initially the Government attempted to attract 
industries which were highly labour-intensive, because 
unemployment was a major problem during the first 
years of Singapore’s existence as an independent 
country. However, the very success of the Govern- 
ment’s efforts to attract industry led to virtually full 
employment and to a level of wages higher than in 
many other countries in the region, although, with 
high labour-productivity, unit labour costs have 
remained low. As a consequence, the Government 
has reversed its earlier position, and on 12 July 1970, 
the list of industries eligible for pioneer status was 
revised with a view to attracting industries not 
sensitive to wage increases. 


Manufacturing 


The success Singapore has had in encouraging 
the growth of manufacturing is apparent from a 
comparison of data for 1965 and 1970, the data for 
the latter year based on the situation at mid-year. 
The number of establishments has grown from 1,000 
to 1,780 (78 per cent); the number of workers from 


46,020 to 96,820 (110.4 per cent); output from 
$$1,086 million to $$2,960 million (172.6 per cent) ; 
value added (gross) from $$348.4 million to S$970 
million (178.4 per cent), and direct or domestic 
exports from $$349.2 million to S$970 million (177.8 
per cent).11_ These data indicate a substantial rise 
in the size of establishments and a conspicuous 
increase in the productivity per unit of labour. 


The importance of the incentive programmes is 
also apparent from comparisons of the status of 
pioneer firms between the same dates. In 1965, 
pioneer establishments accounted for only 22.8 per 
cent of employment, 29.3 per cent of value of output, 
and 24.6 per cent of gross value added. By mid-1970, 
they contributed 44.1 per cent of employment, 45.3 
per cent of value of output and 35.1 per cent of 
gross value added. 


Data limitations preclude a detailed examination 
of the change in the composition of manufacturing 
output over the same period, but some comparison 
is possible between 1966 and 1969 for a limited 
number of manufacturing industries. In every case, 
comparison is with a 1966 base of 100. The general 
index (Quarterly Index of Production of Manufac- 
turing Establishments) was up by 60.7 points, food 
manufacturing 38.7 beverages 6.3, wood and cork 
15.1, printing, publishing, and allied industries 21.2, 
petroleum and coal 141.4, non-metallic mineral pro- 
ducts 7.8, metal products (excluding machinery and 
transport equipment) 59.4, and transport equipment 
135.2; 


The importance of the petroleum industry is 
clearly illustrated by the fact that, in 1969, its value 
of production was second only to that of rubber 
processing and its value added was almost four times 
greater. However, it did not rank high among in- 
dustrial employers in terms of either value added or 
employee remuneration, this being a very capital- 
intensive industry. 


Energy 


The production of electric power increased in 
1969 to 1,653 million kWh from 1,446 million in 
1968 and 913 million in 1965. Of the total in 1969, 
1,058 million was for commercial and industrial use 
(64.0 per cent), 306 million (18.5 per cent) for 
domestic power, and 289 million (17.5 per cent) for 
lighting. By way of contrast, only 51.5 per cent of 
the total was used for industrial and commercial 
purposes in 1965. 


Construction 


Gross domestic expenditure on construction in 
1969 was S$401 million, up 15.9 per cent from $$346 


11 “Progress of Manufacturing Industries”, op. cit. 
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million in 1968. Of the 1969 total, S$146 million 
(36.4 per cent) represented dwellings, and there was 
an increase in 1969 over 1968 of 13,250 units under 


management by the Housing and Development Board: 


Industrial construction, as measuréd by thousands of 
square feet of floor space completed, was 1.087 
million, an increase of 28.9 per cent over 1968, and 
such construction accounted for 55.3 per cent of total 
square feet completed in the private sector. 


Services 


Discussion of activities in this sector must of 
necessity be rather general because of data problems. 
Thus, for example, the activities of the financial sector 
are reflected in statistics on banking and insurance, 
while data on services rendered to ships in port do 
not appear readily available. As a consequence, dis- 
cussion here will be centred on tourism which is, in 
any event, one of the fastest growing sectors of the 
economy. 


During the first five months of 1970, tourist 
arrivals were estimated at 193,000, up 26 per cent 
from the same period in 1968. In terms of gross 
domestic product at factor cost, tourism accounted 
for S$210.7 million of the total in 1969 (4.4 per 
cent), up by 45 per cent from 1968 and by 227 
per cent from 1965. As late as 1966, this sector was 
smaller than every other category except electricity, 
gas and water services as a percentage of GDP. By 
1969, it accounted for a larger share than agriculture 
and fisheries, construction, utilities and the ownership 
of dwellings and was growing faster than any other 
sector. 


External trade and the balance of payments 


The value of Singapore’s gross exports rose from 
approximately S$3,004 million in 1965 to nearly 
S$4,741 million in 1969, an increase of 57.8 per cent, 
and, for the first five months of 1970, they were 
4.8 per cent over the comparable period in 1969. 
Of the total in 1969, the two largest categories were 
inedible crude materials except fuels (34.9 per cent) 
and mineral fuels, lubricants and related materials 
(19.6 per cent), and both were well up from their 
respective shares in 1965. Exports of domestic pro- 
ducts were also up, being 22 per cent greater in 
1969 than in 1968. Except for a brief and very 
small recovery in 1969, exports to Malaysia have 
declined in absolute terms every year since 1965, 
and this downward trend appeared to be continuing 
in 1970, based on figures for the first five months. 
Thus, in 1965, nearly 41 per cent of Singapore’s 
exports were to Malaysia, while exports to Malaysia 
during the first five months of 1970 constituted only 
about 18 per cent of the total. 


The rate of increase of gross imports has been 
even larger than that of exports since 1965. In that 
year, their value was S$3,807 million, but it had 
risen to $$6,903 million (annual rate based on the 
first five months) in 1970, an increase of 81.3 per 
cent per annum. Compared with the first five months 
of 1969, imports were up by $$577.3 million or 24.4 
per cent. 


Unfortunately, statistics of trade with Indonesia 
are not available for any part of the period under 
consideration, and one can only speculate that Indo- 
nesia has very likely replaced Malaysia as Singapore’s 
most important trading partner. 


With the exception of 1966, Singapore’s un- 
favourable trade balance has been growing since 1965 
and amounted to S$1,392 million in 1969, up from 
$$1,170 million in 1968 and S$760 million in 1965. 
The balance on services account has been consistently 
in Singapore’s favour, but only in 1966 was it large 
enough to offset the merchandise trade deficit. Thus, 
in 1969, net services brought in S$742 million, which 
reduced the deficit on goods and services combined 
to S$650 million, compared with $$435 million in 
1968 and S$101 million in 1965. The significance 
of these deficits is hard to evaluate, however, because, 
as already noted, data on trade with Indonesia are 
not available. This trade is reflected in a very large 
net errors and omissions item in the accounts— 
(S$975 million for 1969)—which more than offsets 
the trade and services deficit. Non-monetary capital 
inflows amounted to $$173 million, of which S$142 
million was private and $$31 million was public. 


The result of all this for 1969 was an over-all 
balance of payments surplus of 5$461 million, down 
from S$548 million in 1968 but higher than for any 
other year in the 1965/69 period. S$104 million 
of the surplus took the form of an increase in the 
Currency Board’s foreign assets holdings, commercial 
bank holdings of foreign assets rose by S$172 million, 
and the foreign assets of the central Government rose 
by S$185 million. Since 1965, which was the last 
year in which there was a balance of payments deficit, 
Singapore’s total net foreign exchange reserves had 
risen by 1969 to S$$3,128 million (from S$2,302 
million in 1968 and S$1,391 million in 1965). 


Population and social development 


Singapore’s population, as of mid-1969, was 
2.017 million, an increase of 1.5 per cent over the 
previous year, but a decline from a rate of increase 
of 2.5 per cent in 1965. This decline has been the 
result of a number of factors, notable among which 
are that the population is almost entirely urban, that 
per capita income is relatively high, and that the 
Government has aggressively pursued a programme of 
family planning. 
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While complete labour force statistics are not 
available, the Commissioner of Labour compiles a 
series called “Persons engaged, by industry and 
occupation group” which provides some insight into 
the structure and composition of the employed labour 
force. In 1969, total reported employment according 
to this source was 399,480, of whom 2,361 (0.6 per 
cent) were in agriculture, forestry, hunting and 
fishing, 110,013 in manufacturing (27.5 per cent), 
21,247 in construction (5.3 per cent), 13,098 in 
utilities (3.3 per cent), 89,314 in commerce (22.4 
per cent), 38,225 in transport, storage, and com- 
munication (9.6 per cent), and 123,559 in services 
(30.9 per cent). Of these workers, 298,664 (74.8 
per cent) were males and 100,816 (25.2 per cent) 
were females. Registered unemployment, as of 31 
July 1970, was 52,000, down by 14 per cent from 
the year before. Considering the level of unemploy- 
ment in several countries of the region, Singapore’s 
present level of unemployment cannot be considered 
serious, although the Government regards involuntary 
unemployment as unfortunate and aims at achieving 
full employment. 


For reported contributors to the Central Provi- 
dent Fund in 1968 (282,000 contributors), 9 per cent 
earned S$500 a month and over, 4.5 per cent earned 
from S$400 to under S$500, 7.3 per cent from $$300 
to under S$400, 18.3 per cent from S$200 to under 
$$300, 41.7 per cent from S$100 to under 5$200, 
and 19.2 per cent less than S$100. 


It is also instructive that the number of reported 
“work stoppages” declined from 30 in 1965 to zero 
in 1969. Two were reported in 1970, up to 10 July, 
but the number of man days lost was negligible. 


Monetary developments 


Between 1965 and June 1970, the Consumer Price 
Index had risen by only 6.4 points (8.7 per cent) 
from 105.0 to 111.4 (April/May 1960=100). Data 
on the money supply are not available for 1970, but, 
at the end of 1969, it stood at $$1,389 million, of 
which S$$617 million was in the form of currency 
and S$$772 million in the form of demand deposits. 
The total was 18 per cent higher than at the end of 
1968 when the amount was $$1,175 million, and up 
56 per cent from 1965’s S$891 million. 


The major institutional change in 1970 was the 
establishment of a new Monetary Authority of Singa- 
pore to act as the Government’s banker and financial 
agent and to be, in effect, the forerunner of a Central 
Bank. It will also provide for more effective co- 
ordination of the functions of the various scattered 
monetary authorities inherited by the Government at 
the time of the Republic’s formation. 


Public finance 


The Government’s policy with respect to taxation, 
according to the Minister of Finance, has been to 
rely as much as possible on rapid economic expansion 
and improved tax administration to generate increas- 
ing revenues rather than to raise tax rates or to 
introduce new taxes. Because of the defence build-up 
in 1969, however, some new taxes were introduced, 
and there were some rate increases as well, adding 
5$30.4 million to government revenue that year. For 
the fiscal year 1970/71, on the other hand, no tax 
changes were introduced. 


Total government revenue rose from S$419.8 
million in 1965 to approximately $$840.5 million in 
1969, an increase of 100.2 per cent. For 1970/71,}” 
revenues are expected to total $$1,041 million, 23.9 
per cent greater than for the previous 12-month period 
and 148 per cent greater than in 1965. 


Of the anticipated 1970/71 revenue, 34.4 per cent 
is expected to come from direct taxes, 31 per cent 
from indirect taxes and taxes on outlay, 13.7 per cent 
as reimbursements and sales of goods and services, 
6.5 per cent as income from investments and property, 
and 13.4 per cent from “other” sources. 


Current expenditure for 1970/71 is budgeted at 
$$1,041 million, which provides for a small surplus 
even after allowing for the transfer of 5$40 million 
to the Development Fund. Compared with the pre- 
vious year’s current expenditure, outlays for internal 
security and defence and statutory expenditures will 
account for a somewhat larger percentage of the total 
and social services a somewhat smaller percentage. 
In absolute terms, however, social services expenditure 
is projected to rise. 


Projected development expenditure for 1970/71 
is S$438.6 million, 70 per cent greater than for the 
previous 12-month period. Approximately half of 
this is projected for expenditure on government 
development projects and half for loans to statutory 
authorities and government-owned companies. 


The future 


In September 1970, Singapore’s Prime Minister 
commented both on Singapore’s past accomplishments 
and on its goals for the future.!* With respect to 
the past and present, he stressed two areas of 
achievement: a growth rate of over 9 per cent for 


12 Data for 1970/71 are from Estimates of the Revenue and Expen- 
diture for the Financial Year 1st April 1970 to 31st March 1971, 
Republic of Singapore, Government Publications Bureau, Singapore, 
1970. 

13 Tee Kuan Yew, Prime Minister, “All Set for a Nine Per Cent 
Increase in Economic Growth”, Singapore Trade and Industry, 
September 1970, p. 19. 
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1970 and a level of unemployment so low that work 
‘permits were being freely given to workers from 
outside Singapore. 


For the future, the Prime Minister indicated that 


the growth rate must be maintained at 9 per cent to 
provide continuing full employment and to generate 
the revenue required for planned public expenditure. 


Singapore has passed an important benchmark. 
When a country is in the early stages of development, 
goals are generally set in quantitative terms, and the 
aim is to provide as much of the population as possible 
with some minimal but hopefully rising level of such 
things as health care, housing, education and income. 
At some point, however, the society’s goals begin to 
take on a more qualitative character, even though 
many of them may still be stated in quantitative 
terms. The Prime Minister’s remarks would appear 
to indicate that Singapore has passed into this second 
stage. 


The long-term future, as seen in the 1970/71 
budget, is one where Singapore can sustain its 
economic growth in the absence of a world-wide 
depression. The major problem for the future will 
be to provide the large numbers and wide variety of 
skills needed by new industry. To meet these needs, 
Singapore proposes to relax its immigration and work 
permit restrictions still further, while, at the same 
time, enlarging its own capacity to produce personnel 
with needed skills. In part this will be accomplished 
by an expanded university system which will empha- 
size engineering and managerial training. In even 
larger part, however, investors should be encouraged 
to “import” such personnel. Singapore is anxious to 
learn from them and regards this process as a “brain 
drain” in reverse. 


Singapore looks to the future with confidence 
based on past success and on the belief that it has 
reached the stage of development where continued 
growth will be self-sustaining. It is now planning 
for qualitative as well as quantitative change, both 
to enrich the lives of Singapore’s people and to keep 
the country in the industrial forefront of the region. 


Thailand 
Introduction 


Despite balance of payments and budgetary 
difficulties, Thailand, in 1969, succeeded not only in 
maintaining the growth momentum of the previous 
eight years but also in achieving a growth rate higher 
than the target set in the third development plan. 
Preliminary data for 1970, however, show that this 
momentum had slackened and that the rate of growth 
for the year was relatively modest. In 1969, for the 
first time in ten years, Thailand faced a deficit in 


its basic balance of payments, even after taking into 
account the inflow of foreign capital, and its foreign 
reserves fell by $48 million. This trend continued in 


1970, when reserves fell again, this time by some 
$79 million. 


With respect to the 1960s, a large inflow of 
foreign capital and transfer payments from abroad 
enabled Thailand not only to adopt a liberal import 
policy but also to accumulate substantial foreign 
exchange reserves. However, imports rose at a faster 
rate than exports and the trade deficit rose sharply 
from $94 million in 1962 (about 20.8 per cent of 
export earnings from merchandise) to $532 million 
in 1969 (about 76.9 per cent). The position in 
recent years has been rendered more difficult by 
stagnant demand for rice, which is the major export 
commodity, and by decreasing United States military 
expenditure. In response to these adverse develop- 
ments, the Government, in 1970, adopted several 
remedial measures to promote exports and to curb 
imports. 


Thailand’s economic growth over the past decade 
has resulted largely from the dynamic role of the 
private sector, assisted by an inflow of foreign capital 
and'a number of promotional policies taken by the 
Government. The activities of the public sector focus 
on the preservation of stability and security and the 
improvement of the country’s infrastructure. Until 
1968, government expenditure increased much faster 
than revenue, though revenue itself was growing at 
a rate slightly faster than national output and income. 
After 1968, the growth of both expenditure and 
revenue slowed down noticeably, and the growth in 
revenue lagged significantly behind that of expendi- 
ture. As a result, the cash deficit of the Treasury 
rose substantially and great reliance was placed on 
deficit financing, contrary to the policies pursued 
before when most of the treasury deficits were met 
from non-expansionary sources. In the middle of 
1970, the Government introduced a number of in- 
creases in import duties and raised excise and business 
taxes. However, some of the increases which proved 
to be especially controversial were soon discontinued. 
It seems likely that, in the face of expansionary 
pressures, additional fiscal measures will be necessary, 
though the impact on government revenue of the 
measures already taken cannot yet be determined. 


Before 1968, Thailand had. a high domestic 
savings rate, with an impressive marginal propensity 
to save, but, since that time, consumption has in- 
creased sharply, thus reducing the marginal propensity 
to save. However, the marginal rate of savings was 
higher than the average and therefore the share of 
domestic savings in GDP continued to increase, 
although at a modest rate compared with the past. 
Even so, the rise in domestic savings was at rates 
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lower than gross domestic capital formation, with the 
consequence that both the savings and trade gaps 
widened. The Government is very keen to narrow 
this gap and several measures have been taken to 
promote austerity, increase the efficiency of capital 
and mobilize additional savings. 


In spite of deficit financing and continued ex- 
pansion of credit to the private sector, the money 
supply during recent years has grown at a moderate 
rate compared with the past. Naturally, the fall in 
foreign assets absorbed part of the excess liquidity 
and thus the consumer price index for the whole 
economy increased only marginally. 


Generally speaking, the impressive past perform- 
ance of the economy does not seem to have been 
maintained in 1970. A much more active government 
policy seems to be called for to cope with urgent 
problems connected with widening trade and budget- 
ary deficits if economic growth in the future is to be 
maintained at rates not substantially below those 
achieved in the past. 


Rate of growth 


During the period 1960-1969 inclusive, Thailand’s 
real gross domestic product (GDP) expanded at an 
average annual rate of 8.3 per cent. With respect 
to the last three years, it rose sharply from 5.5 per 
cent in 1967 to about 9.0 and 9.6 per cent in 1968 
and 1969 respectively, the target per year in the 
second five-year plan for 1967-1971 being 8.5 per 
cent. However, it seems likely that such high growth 
rates were not maintained in 1970. The rough 
estimates available point to a modest rate of about 
5.4 per cent, the decrease being due mainly to 
declines in the growth rates of agricultural crops, 
mining, construction and services. 


After 1967, when agricultural production suffered 
from a bad monsoon, output rose by 7.1 per cent in 
1968 and 16.4 per cent in 1969, and agricultural 
production is expected to have increased in 1970 by 
about 3.3 per cent. The growth rate in the secondary 
sector (manufacturing, mining, and construction) 
decreased from 9.7 per cent in 1968 to 8.7 per cent 
in 1969 and is expected to have been less than 7.0 
per cent in 1970. In the tertiary sector, the growth 
rate declined only slightly from 9.8 per cent in 1968 
to 9.6 per cent in 1969 but was expected to drop 
sharply to below 6.0 per cent in 1970. 


Investment and savings 


An important factor behind the rapid growth of 
the economy in the past was substantial increases in 
investment. The share of gross domestic capital 


1The Office of the National Economic Development Board 
(NEDB), but this estimate may be too pessimistic. 


formation rose from 15.1 per cent of GDP in 1961 
to 20.2 per cent in 1965 and to 26.0 per cent in 
1969. Most of this gross domestic capital formation 
was financed from gross domestic savings whose share 
in GDP rose from 15.4 per cent in 1961 to 18.9 per 
cent in 1965 and 21.6 per cent in 1969. Indeed, 
Thailand succeeded in achieving a high marginal 
propensity to save of about 0.34 during the years 
1961-1966 inclusive. In 1967, the marginal propen- 
sity to save became negative due to the fall in 
agricultural production but began to rise thereafter 
to 0.15 in 1968 and 0.35 in 1969. However, in spite 
of this remarkable expansion in domestic savings, the 
investment-savings gap financed by foreign savings 
expanded rapidly from about 1.3 per cent of GDP 
in 1965 to about 4.1 per cent in 1968 and 4.4 per 
cent in 1969. This was, of course, due to the fact 
that fixed-capital formation increased at a rate higher 
than domestic savings. A major factor behind the 
rise in consumption has been the widening of treasury 
cash deficits resulting from substantial increases in 
government expenditure (particularly on defence) and 
the slow growth in budgetary revenue. 


The fall in the growth rate of domestic savings 
in recent years, with the consequent growth in balance 
of payments deficits, poses serious problems for 
Thailand, and the problems are compounded by the 
situation with respect to rice exports and the slowdown 
in United States military expenditure in Thailand. 


Government finance 


During the fiscal years 1963-1968, government 
expenditure increased at an average annual rate of 
15.7 per cent.2 In 1969 and 1970, over-all govern- 
ment expenditure increased at a lower rate of 10-11 
per cent yearly and capital expenditure, which ex- 
panded at 25 per cent yearly during 1961-1968, rose 
at a modest rate of 7.1 per cent in 1969 and at an 
even lower rate in 1970. Nonetheless, the treasury 
cash deficit widened substantially during the last two 
years owing to a larger decline in the growth rate 
of revenue, and the position was compounded by 
larger reliance than before on borrowings from the 
Bank of Thailand to meet the deficits. Defence 
expenditure increased sharply from about 14.8 per 
cent of total expenditure in 1967 to about 17.0 per 
cent in 1969, and about 18.6 and 19.2 per cent in 
the budget estimates for 1970 and 1971 respectively. 
Expenditure on economic services, which increased by 
20 per cent annually during the period 1961-1968, 
rose only by 6.1 per cent in 1969 and even slightly 
declined in the 1971 budget estimates (Tables II-3-47 
and I[]-3-48). 


2 In Thailand, the fiscal year runs from 1 October to 30 September. 
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Table II-3-47. Thailand: Government actual expenditure (cash basis) 
(in billion baht) 


EEE eS 
1969 1970 
Classification 1967/68 1968/69 —_—_—_ 1971 
Estimate Actual Estimate Actual Estimate 
Total expenditure 16.52 19.36 23.06 21.39 26.33 23550) 28.07 
(100.0) (100.0) (100.0) (100.0) (100.0) (100.0) 
Economic classification 
— current expenditure 11.55 13.10 16.20 14.69 17.87 na 19.87 
(69.9) (67.7) (70.2) (68.7) (67.9) (70.8) 
— capital expenditure 4.97 6.26 6.86 6.70 8.46 na 8.20 
(30.1) (32.3) (29.8) (31.3) (32.1) (29.2) 
Major functional classification 
— economic service 5.08 5.96 6.83 6.32 7.87 na 7.82 
(30.8) (30.8) (29.6) (29.6) (29.9) (27.9) 
— social service 4.37 5.03 6.05 5.46 6.89 na 7.44 
(26.5) (26.0) (26.2) (25.5) (26.2) (26.5) 
—defence . 2.44 2.97 3.76 3.64 4.90 n.a 5.38 
(14.8) (15.4) (16.3) (17.0) (18.6) (19.2) 
~~ general administration and services 2.74 3.08 3.36 3.21 3.66 n.a. 3.89 
(16.6) (15.9) (14.6) (15.0) (23.9) (13.8) 
—unallocable items 1.88 2.31 3.06 2.76 3.01 na 3.54 
(11.4) = (11.9) (13.3) (12.9) (11.4) (12.6) 
Source: Bank of Thailand. 
Note: Percentage distribution in brackets. 
Table II-3-48. Thailand: Government revenue 
(in billion baht) 
1969 
1970 1971 
1967/68 1968/69 Actual Estimate Estimate Estimate 
Income taxes . 1.50 LZ 1.97 1.85 2.13 2.52 
Indirect taxes 11.80 13.14 14.62 14.12 15.42 15.96 
— import duties 4.23 4.81 5.29 5.06 5.80 6.70 
— export duties 1.26 1.37 1.68 1.48 1.31 ; 
(rice premium) (0.93) (1.12) (1.24) (1.12) (0.90) (n.a.) 
— business and sale taxes . 4.82 5.32 5.99 5.93 6.50 6.68 
— others 1.49 1.64 1.66 1.65 1.81 2.58 
Total tax revenue 13.30 14.86 ©1659 «15.97 17.55 «18.48 
Other revenue 1.20 1.40 155 1.45 1.61 2.35 
Total revenue . 14.50 16.26 18.14 17.42 19.16 20.83 


Bank of Thailand and NEDB. 


Source: 


The growth rate of government revenue, around 
12 to 14 per cent per year during the fiscal years 
1963-1968 inclusive, declined to about 11.6 per cent 
in 1969 and to 5.6 per cent in 1970. Judging from 
the elasticity of government revenue with respect to 
GDP between 1960 and 1968 (about 1.3), it seems 
possible for the Government to increase revenue in 
1971 at a rate higher than the 8.7 per cent implied 
in the 1971 budget estimates. It should be mentioned 
in this context that Thailand relies heavily on indirect 
taxes and, in particular, on customs revenue. In 


1969, for example, such taxes contributed about 88 
per cent of total tax revenue. In view of this fact 
and in the face of existing foreign trade difficulties; 
it seems necessary to re-examine the tax structure if 
government revenue is to increase significantly in 
future years. 


In July 1970, the import duties on a large number 
of items were increased, as were business taxes and 
excise duties, with the dual objective of raising 
additional revenue and discouraging import demand 


‘ 
7 


j 
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and consumption. It is too early to evaluate whether 
these tax measures will bring much higher revenue, 
but it has been noticed so far that revenue from the 
business tax is lower than the level expected, probably 
because of the large drop in the demand for com- 
modities characterized by high price elasticity of 
demand. With the trend in the Thai manufacturing 
sector towards the assembly of consumer durable 
goods (whose import content is very high), it seems 
likely that the higher import duties on intermediate 
products and raw materials plus the higher business 
tax may adversely affect domestic manufacturing. In 
view of Thailand’s industrial structure, this is, of 
course, unavoidable if the Government is to put the 
balance of payments into a manageable position 
pending more vigorous efforts to promote exports, 
although the Government is considering ways and 
means to assist manufacturers. Regarding further 
measures to increase government revenue, the Govern- 
ment may have to rely on the improvement of tax 
administration to reduce tax evasion and on new 
direct and indirect taxes, e.g. progressive taxation 
of profit from land speculation and heavy taxes on 
non-essential imports. Such measures would also help 
in reducing inequalities in income distribution. 


Treasury cash deficits have increased continuously 
over the last decade, and in recent years the deficit 
rose sharply from about 6.8 per cent of total budget 
revenue in 1967 to 16.5 per cent in 1968 and 15.2 
per cent in 1969. With respect to fiscal year 
1969/70, it has increased even further to 21.8 per 
cent of budget revenue. Before 1968, the deficit was 
financed mainly from non-expansionary sources, but 
thereafter more reliance has been placed on the Bank 
of Thailand, together with the use of treasury cash 
balances accumulated during previous years. In 1970, 
for example, 84.5 per cent of the deficit was financed 
from the Bank of Thailand and 4.2 per cent by 
drawing on treasury cash balance.? This system of 
financing no doubt enhances the expansionary pres- 
sure in the economy and has been an important 
factor in the widening balance of payments deficit. 


Production trends 
Agriculture 


Agriculture is the most important sector in 
Thailand, contributing about 30 per cent of total GDP 
and absorbing about three-quarters of the total labour 
force. Crops accounted for over two-thirds of the 


- gross value of agricultural production in both 1968 


— 


and 1969. Next to crops, livestock contributed most 
(about 6 per cent in 1969), but its share has been 
falling constantly during the last decade (from over 
7 per cent in 1960), as has forestry’s (from 5.5 per 
cent in 1960 to 4.5 per cent in 1969). On the other 


3 Bank of Thailand. 
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hand, the share of fisheries increased rapidly from 
about 1.3 per cent in 1960 to over 3 per cent in 
1969. It is expected that the share of crop production 
fell slightly in 1970, while fisheries surpassed livestock 
in importance and forestry maintained its 1969 share. 
With the abundance of grazing land and feed grain 
in Thailand, however, it may be possible to increase 
livestock production in the future at a faster rate 
than before. 


Rice is the most important crop, contributing 
about 44.9 per cent of total crop value at current 
price and about 20 per cent for the export value of 
goods in 1969. The export price of rice decreased 
about 18.5 per cent in 1969 owing to the stagnant 
world demand and decreased further in 1970.4 This 
directly affected both the domestic prices and the 
incomes of farmers, and, since 1969, the Government 
has purchased rice from farmers on a large scale 
under a price support scheme. However, in spite of 
the price support measures and an increase in the 
quantity of rice produced in 1969 of about 8.1 per 
cent, the value of production increased by only 3.4 
per cent. 


Foreign demand for maize, especially in Japan 
and China (Taiwan), increased rapidly following the 
maize blight in the United States, which is the major 
source of world supply.® 


The production of rubber in 1969 increased by 
about 10.5 per cent over 1968 and is estimated to 
have risen by about another 4.3 per cent in 1970. 
Since rubber prices in 1969 increased appreciably by 
about 29.2 per cent, its production value grew sharply 
by about 42.8 per cent. Unfortunately, during the 
first half of 1970, rubber prices declined by about 
8.7 per cent, and value of production is therefore 
expected to have dropped by about 5 per cent from 
the 1969 level. 


In 1969, production of jute and kenaf rose 
sharply by about 99.4 per cent to 347,000 tons and 
rose further in 1970 to a level of 397,000 tons. The 
production of cassava rose in 1969 by about 9.1 
per cent above the 1968 level, and production in 
1970 is expected to have increased by about 1.9 per 
cent. 


Other crops that have generally smooth-rising 
trends of production are groundnuts, mung beans, 
soy beans, castor beans and coconuts. Production of 
these crops is growing at average annual rates ranging 
from 4 to 5 per cent, and it is expected that they 
increased at about the same rates in 1970. Produc- 
tion of sugarcane rose in 1969 by about 12.9 per 


4 Bank of Thailand Monthly Bulletin. ; 

5 The blight is estimated to have ruined 10-15 per cent of the 1970 
crop in the United States (Bangkok Bank, Monthly Review, October 
1970, p. 283). 
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cent and is provisionally estimated to have risen at a 
slightly lower rate in 1970. Tobacco production, 
which has been rising since 1963 at an average annual 
rate of about 10 per cent, is expected to have risen 
by about 4.5 per cent in 1970. The production of 
other crops generally increased at a rate of about 
9.0 per cent between 1960 and 1969, and it is expected 
that this rate was maintained in 1970. 


Manufacturing 


The strategy for economic development in Thai- 
land is to promote industrial development through 
the private sector. The Industrial Investment Act was 
enacted to give a variety of attractive privileges to 
both domestic and foreign investors, and the Board 
of Investment, the operating agency for the act, has 
granted an increasing number of promotion certi- 
ficates to private investors who qualify under the 
conditions set out by the Board. Up to 1969, the 
policy was to concentrate mainly on import sub- 
stitution. However, in 1970, the Board shifted its 
emphasis towards investment promotion for industries 
which depend mainly on indigenous raw materials, 
which are relatively labour-intensive and/or which 
produce mainly for export.6 The number of pro- 
motion certificates issued decreased from 101 in 1968 
to 85 in 1969, but the registered capital increased 
from 667 million to 1,342 million baht. The total 
registered capital of promoted industries since the 
establishment of the Board is about 6,180 million 
baht, of which foreign capital accounts for about 32 
per cent. 


The Industrial Finance Corporation of Thailand, 
publicly owned and established in 1959, provides 
medium- and long-term finance for industrial investors 
at low interest rates.“ Up to 30 June 1970, the 
Corporation had granted loans totalling about 607.6 
million baht. In 1969, the value of loans granted 
increased sharply by about 105 per cent to a level 
of approximately 149.5 million baht and a further 
increase of 17 per cent was expected in 1970.8 


Another financing agency, designed particularly 
for small-scale industries, is the Loans Office for Small 
Industries Development, which comes under the 
auspices of the Ministry of Industry. This agency 
provides loans of less than 500,000 baht, at a low 
annual rate of interest of 9 per cent. Up to the end 
of September 1970, it had granted loans amounting 
to 135.4 million baht to 562 establishments. In the 
fiscal year 1970, about 26.4 million baht loans were 
made to 114 establishments while in fiscal years 1969 


® Amnuay Viravan, Secretary General, Board of Investment, 
“Foreign investment in Thailand”, August 1970. 

710.5 per cent per year for local currency and 9.5 per cent per year 
for foreign currencies. 

8 The Industrial Finance Corporation of Thailand. 
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and 1968. loans went to 119 and 112 establishments 
for 31.6 and 26.2 million baht respectively.® 


Production in the manufacturing sector grew at 
an average rate of 10.9 per cent per year between 
1961 and 1969 inclusive, rising slightly more rapidly 
during the period 1961-1966 than during the more 
recent period 1967-1969 when the growth rate dropped 
to 10.2 per cent per year. For 1969 alone, the 
growth rate increased to 10.6 per cent from 10.1 per 
cent in the previous year. The share of manufac- 
turing production in GDP at constant prices has 
increased continuously since 1960 from 13.1 per cent 
to 15.5 per cent in 1965 and 16.4 per cent in 1969. 
In 1970, it is expected that the growth rate of 
manufacturing production was about 10.5 per cent 
and that its share of GDP will rise to 17.2 per cent. 


Cement output rose by 25 per cent in 1968 and 
10.8 per cent in 1969, and was expected to grow by 
about 13 per cent in 1970. The growth of output 
picture for some other major manufacturing indus- 
tries is as follows: petroleum products, 18.5 per cent 
in 1968, 25.1 per cent in 1969, and an expected 
20 per cent in 1970; tobacco, 9.2 per cent in 1968, 
6.5 per cent in 1969, and around 9 per cent in 1970; 
paper, 13.8 per cent in 1968, 21.5 per cent in 1969, 
and an anticipated 17.2 per cent in 1970; cotton 
textile, 10.8 per cent in 1968, 13.5 per cent in 1969, 
and approximately 14.7 per cent in 1970. After 
falling for three years, sugar production jumped by 
68.5 per cent in 1969 and is expected to have 
increased by a further 4 per cent in 1970. The 
production of gunny bags increased sharply in 1963 
but thereafter slowed down constantly till it reached 
a growth rate of only 1.1 per cent per year in 1968, 
and in 1969 declined by about 18.8 per cent. It is 
expected, however, that in 1970 it rose again at a 
rate of about 9.2 per cent.!° Employment in manu- 
facturing in 1966 stood at 0.8 million persons over 
the age of 15 years, or about 5.6 per cent of total 
employment in that year; it has been projected that, 
for 1970 manufacturing employed about 1 million 
persons, accounting for about 6.8 per cent of total 
employment. 


Mining 

Mining and quarrying has increased its contri- 
bution to real GDP in recent years. The growth 
rate of output was quite high between 1961 and 1966, 
at about 15.3 per cent per year, but then fell to 14.9 
per cent, 9.2 per cent and 7.4 per cent per year 
respectively during the three years ending in 1969, 
and it is expected that it fell further, to about 2.2 


® Loans Office, Small Industries Development. 

10 Bank of Thailand Monthly Bulletin and NEDB. 

11 ECAFE, “Sectoral output and employment projections for Thai- 
land: 1970-1980", Sectoral Output and Employment Projections for 
the Second Development Decade. 


_ mainland China and the United States. 
total exports was about 27.6 per cent in 1968, but 
fell sharply to 20.0 per cent in 1969. Actually, in 
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per cent in 1970. Among minerals, tin contributed 
about 45 per cent of total mining production. Be- 
cause of restrictions set by the International Tin 
Council, the production of tin in 1969 declined by 
around 12.1 per cent from its 1968 level (5 per cent 
higher than that in 1967). The export quota was 
lifted at the end of 1969, but it is expected that 
production in 1970 was only slightly higher than 
in 1969 because it takes some time to increase pro- 
duction. The production of fluorite, a new product 
for export, has increased sharply in recent years. 
For 1970, output is expected to have been about 36 
per cent higher than in 1969. The output of lignite 
increased by about 13.9 per cent in 1969 and is 
expected to have grown further in 1970. Gypsum 
production has a rising trend, but with a fluctuating 
rate of growth. After declining by about 28 per cent 
in 1969, its production is likely to have increased 
sharply in 1970. The output of iron and lead ores 
has declined constantly during the last three years 
and prospects are not promising. 


Construction 


Value added in construction rose very rapidly 
between 1961 and 1966, then the growth rate declined 
from 1967 to 1969. It is expected that, in 1970, 
production was about the same as in 1969. 


Services 


Among various services, value added in the 
wholesale and retail trade contributed more to GDP 
than other sectors, but there has been a deceleration 
in the growth of this sector over the last few years. 
Whereas this sector grew at 9.1 per cent in 1969, 
it is expected to have expanded by only 5.3 per cent 
in 1970. A similar trend of decelerating growth is 
found for transportation and communication, the 
second largest of the service sectors. Sectors that are 
projected to continue growing faster than GDP are 
electricity and water supply, banking, insurance and 
real estate. 


External trade and the balance of payments 


Exports. Thailand’s merchandise exports, most 
of which are agricultural products, grew during the 
period 1961-1969 at about 5.3 per cent per year. 
Rice is the most important export, but its relative 
importance has declined, due partly to increased 
production in importing countries and partly to keen 
competition from other exporting countries, especially 
Its share in 


1969 the quantity of rice exported was only about 
4.2 per cent less than in 1968, but the export value 
decreased sharply by about 22.0 per cent, due to the 


rapid drop in the export price. The situation 
deteriorated further in 1970. With prices likely to 
have dropped a further 15 per cent, it is expected 
that, although the volume of rice exports might have 
increased by about 20.2 per cent, its value is likely 
to have gone up by only 1.8 per cent. The cash 
sales of United States rice on world markets increased 
sharply to 1.13 million tons in 1967/68 (almost four 
times the 1960/61 level), then tapered off later. 
However, this decline in cash exports was also 
accompanied by a rise in concessional sales at a rate 
of about 24 per cent per year to the level of about 
one million tons in 1969. United States rice exports 
seem to have expanded further as a result of the 
overseas offices and the promotional activities of the 
Rice Council for Market Development, financed as 
a joint venture with United States Department of 
Agriculture’s Foreign Agricultural Service.” 


Rubber contributed about 18 per cent to the 
total value of merchandise exports in 1969. Although 
export volume increased about 9.6 per cent, export 
receipts from this source rose sharply by about 46.7 
per cent because of a rise in the export price by 
about one-third. However, such a fortunate situation 
is unlikely to have repeated itself in 1970, when both 
export prices and export receipts were expected to 
show a decline. Maize exports, on the other hand, 
should have increased in 1970, both in volume and 
price, by 14.3 and 11.9 per cent respectively, con- 
tributing to a rise in value of 27.8 per cent. It is 
believed that 2.0 per cent more tin was exported 
in 1970, and with a price rise of 4.7 per cent, the 
value of tin exports would have increased by 6.7 
per cent in 1970. The export of tapioca continued 
to expand, but the opposite situation seemed to prevail 
for kenaf and jute. The volume of exports of kenaf 
and jute dropped about 11 per cent in 1969 but 
the value rose by 15 per cent because of a 25 per 
cent increase in price. However, the value of exports 
in 1970 is likely to have fallen by about 4.1 per cent 
because of a decline in export prices. As for teak, 
its contribution continues to decline. In sum, total 
merchandise exports, which increased by 8.1 per cent 
in 1969, are expected to have grown by only 5.9 
per cent in 1970. 


Imports 


Merchandise imports rose sharply between 1962 
and 1967, and, in 1967, the annual growth rate rose 
to nearly 20 per cent. Deceleration began in 1968, 
the growth rate fell to about 7.7 per cent in 1969, 
and, in 1970, it is expected that the increase was 
only 2.9 per cent. 


12 Bieber, Robert A. and Hopkins, John T., “Story of the 1960's: 
U.S. Rice in World Trade”, Foreign Agriculture, March 1970, United 
States Department of Agriculture, pp. 4-5. 
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During the past decade, the pattern of imports 
has changed significantly. In 1960, while imports of 


consumer goods amounted to 35.0. per cent of total’ 


imports, intermediate products and raw materials 18.1 
per cent, capital goods 24.6 per cent, and other 
imports 22.3 per cent, the consumer goods imports 
in 1965 were 27.0 per cent, intermediate products 
and raw materials 20.8 per cent, capital goods 30.9 
per cent, and other imports 21.3 per cent. These 
trends have continued, and in 1969 the percentage 
shares were 22.8, 22.6, 35.3 and 19.3 per cent 
respectively, indicating the growing importance of 
imports of capital goods, intermediate goods and raw 
materials, 


It is interesting to note that, while the marginal 
propensity to import consumer goods with respect to 
total consumption was about 0.068 on the average, 
it has decreased considerably during recent years to 
about 0.019 during 1968 and 1969. The marginal 
propensity to import capital goods with respect to 
gross fixed-capital formation, on the other hand, 
showed a stable tendency around 0.353, whereas the 
marginal propensity to import intermediate products 
and raw materials with respect to domestic production 
has shown a falling trend. On the basis of the 
foregoing, imports seem to be diminishing in relation 
to other relevant variables, and the trade deficit seems 
likely to have fallen in 1970. 


Service account 


On the service account, every credit and debit 
item, except the credit items of foreign travel and 
Government n.i.e., probably recorded an increase in 
1970. The two decreases are expected because of 
the decline of United States military expenditure in 
Thailand, and it is believed that the surplus on service 
account decreased by 11.7 per cent in 1970. With 
respect to transfer payments, a decrease of the surplus 
by about 2.3 per cent from the 1969 level is also 
expected. 


Capital account 


In previous years in Thailand, increasing net 
capital surpluses normally compensated in part for 
the trade deficit, but, in 1970, the net capital inflow 
is expected to have decreased by 3.7 per cent from 
the 1969 level. The reason for this has been a drop 
in net private capital inflow which has exceeded the 
net gain in official capital movements. The decline 
in private net capital inflow in turn is explained by 
a decline in the net inflow of private loans and 
credits. Direct investment from abroad grew every 
year between 1962 and 1968. It declined sharply in 
1969 and rose slightly again in 1970. Private loans 
and credits, especially suppliers’ credits, have in- 
creased quite rapidly at an average rate of about 37 
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per cent per year. However, repayments of private 
loans and credits grew faster in 1970, causing the 
net inflow of private capital to decline noticeably by 
13.5 per cent. As a result of these developments, 
the combined private and public net capital inflow 
in 1970 is likely to have declined about 3.7 per cent. 


If the reductions in the surpluses on capital 
account, transfer payments, and services account from 
1969 levels are combined with the change of trade 
deficit, it appears that Thailand may lose foreign 
reserves for the second year running, the likely 
amount being $78.8 million, or about 64.3 per cent 
more than the loss in 1969. (Table II-3-49). This 
is a situation which requires remedial measures as 
well as immediate and concerted action from a variety 
of agencies. 


Money supply 


During 1960-1968, the money supply increased 
at an average rate of about 8 per cent per year. 
In 1969, owing to the fall in foreign assets, this 
growth rate declined to only 4.6 per cent, and the 
expected increase for 1970 is about 5.9 per cent. 
Among the three main factors affecting the money 
supply, net claims on the public sector have con- 
sistently been the most important factor responsible 
for expansion since 1964, In the private sector, on 
the other hand, time and saving deposits, as well as 
other liabilities, have usually exceeded bank credit 
extended to the private sector, and this has helped 
to reduce somewhat the inflationary impact of the 
public sector position. However, in 1970, a_ net 
expansion in the private sector seems likely to have 
occurred for the first time during the past nine years. 
On the other hand, the fall in foreign assets exerted 
a contractionary influence on the money supply for 
the second year in succession. 


Population and income distribution 


According to a preliminary estimate of the results 
of the population census conducted in April this year, 
the population of Thailand in 1970 was around 34.15 
million persons, with 17.00 million males and 17.15 
million females, and a population growth rate of 
about 3.01 per cent per year.!* From the income 
and expenditure survey conducted by the National 
Statistical Office 1969/70, it was discovered that about 
10.77 per cent of family samples have an income 
per family of less than 3,000 baht per year, 65.23 
per cent less than 18,000 baht, 86.56 per cent less 
than 33,000 baht. About 7.24 per cent of the samples 
have an annual income per family of 48,000 baht 


13 National Statistical Office (NSO), Preliminary Report of the 1970 
Population and Housing Census of Thailand, pp. 2-8. 
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Table IJ-3-49. Thailand: Balance of payments 


c% 
(in million baht) 
Item 1968 1969 1970 
Merchandise 
EADOTE ODay ee cols) s ay | 1133228 14,267 14,100 
Import, c.i.f. 23.6 / G0 — 25,509) 25450 


Trade balance oe ak 0,090 11,298). 11.350 


EROICeS (NCE) os lk ele 6,149 5,854 5,355 
Meceipts MircwGs ts) li pista ine 9,210 9,284 9,490 
Freight and insurance on 
merchandise; P"s)) 0 '. 397 350 300 
Other transportation . . 182 239 305 
ravel ait adi) we) oy us 1,256 1,318 1,650 
Investment income. . . 1,053 1,285 1,645 
Government, nie... . 5,572 5,288 4,760 
Other services . . . . 750 805 830 
pavmenteee es 6. 63,061 —3,431 4,135 
Freight and insurance on 
merchandise. « . . —168 142 205 
Other transportation . . —) ob 12h —170 
Le Cle an Gene —874 -—1,001 —1,300 
Investment income. . . =780) .==1059 -_ 1,300 
Government, nie... —478 mu Bh —400 
Other services . . . . —646 —655 —760 
Net goods and services . —4,502 —5,444  —5,995 
Unrequited transfers. . . . 1,548 1,187 1,035 
PUinateiem siete ace a ks 140 89 60 
(OASIS ae. RO ee 1,407 1,098 975 
Capital movements . . . . 2,395 2522 2,243 
Private capital (net) . . . 1,834 2,325 2252 
Direct investment . . . 1,238 973 936 
Other, Maa th 596 1,352 1,296 
Official capital (met) . . . 561 196 11 
Loans: Drawings . . . 756 837 887 
Repayments . . 156 —508 —389 
Chihete ca Geo an = 39 ad BE —487 
Net errors and omissions . . 1,006 737 46 
Monetary movements . . .- —447 998) 2.6/1 


Balance of international reserves 19,177 18,179 15,517 
(end of period) —————— SS 


Source: Bank of Thailand, Monthly Bulletin. 


and above, and 4.56 per cent have 60,000 baht and 
above.14 Unemployment as of 1966 was estimated 
to be 6.63 per cent.15 


14 Based upon the preliminary result of the survey, round one, 
December 1969; the income figures here include only income in cash 
without imputation on self-consumed goods and services produced. 

15 ECAFE, “Projections of sectoral output and employment, pro- 
jections for Thailand, 1970-1980”, op. cit. 


Economic planning 


The third five-year plan, to begin in October 
1971, is now in the process of preparation. The 
five major objectives of the plan are: (i) to maintain 
military and police forces adequate to the needs of 
national security; (ii) to pursue a vigorous export 
promotion programme; (iii) to implement fiscal and 
monetary policies that will preserve stability and keep 
foreign exchange reserves at a prudent level; (iv) to 
maintain a satisfactory pace of social and economic 
development; and (v) to expand government revenue 
rapidly and to rely, to the maximum feasible extent, 
upon resources generated within the economy.1@ 


Preliminary estimates of the aggregates within 
the third plan framework lead to the following targets: 
(i) per capita output in 1976 to reach $225; (ii) 
GDP to grow at 6.5-7.5 per cent in real terms; 
(iii) private consumption to increase at 6.6 per cent 
in real terms; (iv) government revenue to increase 
at 9-10 per cent; (v) government expenditure to 
grow at 8.8 per cent, of which government consump- 
tion is to increase at 9.2 per cent and government 
invest_ient at 8.0 per cent; (vi) total exports to 
increase at 6-8 per cent, rising to a growth rate of 
over 7 per cent per annum by the end of the plan 
period; (vii) total imports to increase at 6-8 per cent,. 
with the growth of merchandise imports slightly 
higher at 6-9 per cent; and (viii) a foreign ex- 
change gap of 20.22 billion baht, out of which 3.50 
billion baht is to be for debt servicing. To finance 
the foreign exchange gap, 10.00 billion baht is to 
come from foreign loans, 6.00 billion baht from 
grants, and the rest ‘from reserves, which, it is 
estimated, will be about 12.25 billion baht at the 
end of 1976, equivalent to four months’ import 
requirements.17 


The tentative size of the plan is 100 billion baht, 
out of which 69 billion is to be financed through 
the Government’s budget. The share of development 
expenditure for economic services is to fall from 36 
per cent to 34 per cent. Social sectors, on the other 
hand, are to increase their share of development 
expenditure, the increase to come mostly in education, 
whose share is to rise from 39 per cent to more 
than 42 per cent.1® 


Major policy issues of 1970 and the outlook for 1971 


Three major economic problems face the Thai 
economy: the trade deficit and loss of foreign reserves, 
the budget deficit, and income disparities. While all 
three problems are related, the slow growth of exports 
seems to be fundamental to all three. As a solution, 


16 NEDB, External Assistance Requirements under the Third Na- 
tional Economic and Social Development Plan (1972-1976), p. 23. 

17 Ibid., pp. 31-32. 

18 Tbid., p. 33. 
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policies designed to increase production in both 
agriculture and manufacturing with the aim of ex- 
panding exports seem to be necessary, In addition, 
fiscal, monetary and foreign trade policies should be 
harmonized with policies relating to production and 
exports in order to attain the economic objectives of 
growth and stability. 


In view of the changing pattern of world demand 
for agricultural products, a new strategy and plan 
for agricultural development is urgently needed. The 
structure of crop production in the future should be 
geared to export demand, the intermediate demands 
of the manufacturing sector and domestic final de- 
mand. It would be advisable to shift the emphasis 
of the agricultural plan from rice to maize, cotton, 
beans, oilseeds and other cash crops whose demand 
prospects are more promising. Methods of intensive 
cultivation using new technology should be applied 
to all crops, including rice, and it seems likely that 
the output of livestock and fresh-water fisheries could 
be expanded more rapidly than before. Greater effort 
should be made to promote industrial growth by 
creating industrial estates and it may be advisable to 
review, reorganize and revise, if necessary, all laws 
and regulations that seem to impede industrial 
development, particularly those having to do with 
exports. 


As for budget revenue, the level of government 
revenue should be increased substantially over the 
likely growth rate of less than 9 per cent envisaged 
for 1971. In this connexion, an attempt should also 
be made to transform the tax structure towards more 
reliance on income and land speculation taxes, as this 
would not only raise tax revenue but would also be 
beneficial to income distribution and social justice. 
Moreover, with an appropriate progressive tax rate 
on capital gains from land speculation, the escalation 
of land prices would be greatly discouraged, and this 
would be greatly beneficial to industrial investment. 
It seems advisable also to thoroughly review and 
revise import duties in such a way as to promote 
domestic industries and exports, discourage luxury 
consumption, increase government revenue and reduce 
inequality of income distribution. 


If efforts to increase budgetary revenue succeed, 
it will be possible for public expenditure to expand 
at a faster rate than is feasible in the current economic 
situation. Such increased government spending might 
also stimulate the economy to grow faster, provided 
that domestic supply increases and that such spending 
does not jeopardize the foreign exchange position. 
The paradox in Thailand is that, with an open import 
policy, increased government expenditure to stimulate 
the economy may leak into larger imports. Since 
essential government expenditure on both national 
security and social welfare seem to be equally im- 


portaiit, it may be wiser to increase spending on both 
rather than increase spending on one at the expense 
of the other. A more important point, however, is 
the need for efficiency and prudence in spending these 
budgets. “With proper financial administration, the 
whole of government spending can be fed back into 
the stream of economic transactions to generate multi- 
plier effects in the whole economy. It is essential, 
therefore, to administer such spending efficiently and 
in such a way as to stimulate increased production 
of goods and services. 


Efforts should be continued to prevent the loss 
of foreign exchange reserves, and activities that would 
bring about large inflows of foreign currencies, for 
example, tourism, should be greatly encouraged. At 
the same time, measures could be taken to discourage 
outflows, such as restricting unnecessary travel abroad 
for leisure or controlling certain import credits. 


The existing economic problems of the Thai 
economy, and those likely to arise in the near future, 
intensify the importance of the third five-year plan 
which is under preparation. The economic situation 
in the immediate future may prove to be unfavour- 
able, but, with determined planned efforts and careful 
implementation, the target growth rate of 7.5 per cent 
and other national policy objectives can still be 
achieved. 


Western Samoa? 


Introduction 


Nine islands make up Western Samoa, two of 
which, Upolu and Savaii, account for almost the total 
area of 1,090 sq mi. The area of Savaii island is 
660 sq mi and that of Upolu 430 sq mi. 


Statistical data on the economy of Western Samoa 
are not yet adequate for the construction of national 
income accounts, hence the behaviour of income over 
time cannot be described. However, it is estimated 
that per capita income ranges between $230 and $250 
and that total income is almost equally divided be- 
tween the monetized and subsistence sectors. 


It is likely that both national income and income 
per capita at constant prices have declined since 1965. 
As regards 1970, the slow growth of public expendi- 
tures (7.6 per cent), the decline in exports (4 per 
cent), and the continuance of a rapid rate of natural 
increase of population of 3.8 per cent (the excess of 
births over deaths)? make it unlikely that the down- 
ward trend in these indices was reversed. 


1 This is the first time that a survey of Western Samoa has been 
included in the Economic Survey of Asia and the Far East. 

? Owing to net out-migration, the net rate of growth of population 
is somewhat lower, at 2.8 per cent. 
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The economy in 1969 
Public finance 


During 1969, total government expenditure 
amounted to WS$5,054 million as against revenues 
of WS$5.079 million and loan and grant receipts of 
WS$967,000. Consequently, there was an over-all 
surplus of WS$992,000. The composition of public 
revenue and expenditure for 1969 and 1970 is shown 
in table II-3-50. 


Table IJ-3-50. Western Samoa: Government 
revenue and expenditure 


(in thousand Western Samoan dollars) 
Item 1969 1970 


Government revenue 
Current account 


Export and import duty . . . 3,056 2,999 
income: tax so) wy. 5 ss 555 515 
neawect tAkee ec ees a se 93 92 
Sale of government services . . 1,251 1,302 
Interest and rents . . . . . 44 43 
Surplus from state corporations. 80 60 

otalwemeyee cole bat, 5,079 5,011 

Capital account 

Domesticiloans of 4 48-5 a. 6s 500 120 
External loans and grants . . . 467 954 

Tielke | Saie 967 1,074 


Government expenditure* 


Non-development expenditure . . 16 27 
Statutory expenditure. . . . . 325 335 
Maintenance expenditure. . . . 3,923 4,182 
Plan expenditure. . . .. . 790 859 
otal amie aye. Sons 5,054 5,403 

* Estimates. 


From the table, it is seen that customs duties 
dominate the sources of government revenue, followed 
by sales of government services and the income tax. 
The contribution to revenue made by indirect taxes 
is very small. As regards the capital account, in 
1969 the Government floated a national loan of 
WS$500,000 and, in 1970, borrowed WS$120,000 
from the Copra Board. Of the external aid, amount- 
ing to WS$467,000 in 1969, a small proportion (about 
25 per cent) was received in the form of a grant, 
the balance coming in loans, mainly from the 
Government of New Zealand and the Bank of New 
Zealand. 


Trade and the balance of payments 


Three commodities, copra, cocoa and bananas, 
continued to dominate Western Samoa’s exports in 
1969, accounting for 91 per cent of the value of total 
exports, compared with 89 per cent in 1968. The 
Commonwealth, mainly New Zealand, took 36 per cent 
of Western Samoa’s exports, and the EEC countries 
50 per cent, the latter representing a considerable 
increase in EEC’s share of total exports over the 
1968 figure (24,7 per cent), 


Copra and cocoa were the largest earners of 
foreign exchange in 1969, total export receipts from 
these commodities amounting to around WS$1.8 
million. However, receipts had declined from the 
previous year on account of a sudden fall in the 
export price of copra. In view of copra’s importance 
to the economy, and in light of the fact that many 
of the trees are over 50 years old, an extensive 
replanting programme is being carried out during 
the first plan (1966-1971). An area of 36,000 acres 
has already been replanted and it is proposed to 
extend the programme to a further 61,000 acres 
during the second plan period (1971-1975). Although 
some results of the programme will be felt in the 
late 1970s, its full benefits will not be realized until 
the 1980s. 


In 1969, the export earnings of cocoa rose 
sharply to WS$1.8 million from the previous year’s 
level of WS$1.3 million. The major factor account- 
ing for this rise was a substantial increase in price, 
the export price index rising from 169 (with base 
1961=100) in 1968 to 206 in 1969. In the first 
plan period, high-quality cocoa (Lafi 7) was planted 
on 120 acres and it is proposed to extend the area 
by a further 600 acres during the second plan period. 


Bananas again increased their contribution to 
export earnings in 1969, the amount rising to 
WS$600,000 from an average of approximately 
WS$300,000 in the previous year. However, earnings 
from this source are still far from the high levels 
attained in the early 1960s,° the reasons being that 
the ravages of disease and a severe hurricane in 
1966 brought the banana industry to a virtual stand- 
still. Under the first plan, 600 acres were replanted 
annually and, at the moment, about 4,000 acres are 
producing exportable bananas. With a banana plant’s 
average life cycle of 5 years and a yearly target for 
new plantings of 700 acres, a constant producing 
acreage equal to the present 4,000 acres is envisaged 
in the second plan. After allowing for local con- 
sumption and increased productivity through more 
intensive and improved methods of cultivation, a total 


3 Export earnings from bananas in 1963 amounted to WS$1.65 


million. 
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annual export volume of 600,000 cases is expected. 


At a price of WS$2.75 per case, the yearly export ~ 


value would amount to WS$1.65 million. 


Food and live animals, manufactured goods, and 
machinery and transport equipment continued to 
dominate Western Samoa’s import bill in 1969. The 
value of imports amounted to approximately WS$7.4 
million, or a 34 per cent rise over the previous year’s 
total (WS$5.5 million). New Zealand continued to 
be the major supplier with 28 per cent of the total, 
followed by Australia (19 per cent) and Japan (11 
per cent). 


The largest single item on the import bill is food 
and live animals, and efforts are being made to 
substitute domestic production for some of the com- 
modities now being imported. With assistance from 
UNDP/FAO and the Asian Development Bank, pro- 
jects have been launched in 1970 to develop domestic 
meat and dairy industries, and it is hoped self- 
sufficiency in beef can be achieved by 1975, with 
the possibility of some exports. In this connexion, 
existing slaughtering facilities will be improved and 
refrigerated transport facilities introduced. A pro- 
gramme to stimulate pig and poultry production is 
also being developed. The annual import bill for 
fish and fish products is WS$330,000 (1969), yet 
there are large resources of tuna in the waters around 
Western Samoa, as well as of crayfish, shrimps and 
oysters. The second plan aims at self-sufficiency in 
this sector by 1973 and looks to it as a source of 
export earnings by 1974, Canneries will be organized 
and fishermen trained, and the whole programme will 
be implemented through fishermen’s associations. 
Credit is to be provided locally by the Development 
Bank and the Bank of Western Samoa. 


Table II-3-51 summarizes the main items of 
Western Samoa’s balance of payments from 1968 
to 1970. 


Although exports on merchandise account came 
to WS$48 million (an increase of 20 per cent over 
1968), the growth of imports was still larger (34 
per cent) with the result that the deficit rose from 
WS$1.5 million to WS$2.6 million, and the estimates 
for 1970 indicate a still larger deficit of WS$3.7 
million. However, a net credit in the invisibles 
account (mostly the result of an increase in remit- 
tances from Samoans abroad) reduced the current 
account deficit to WS$500,000, compared with a cur- 
rent account surplus the year before of WS$200,000. 


It is estimated that the 1970 surplus on invisibles 
will also be insufficient to cover the deficit on the 
balance of trade and that the current account will 
again show a net deficit. 
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Table II-3-51. Western Samoa: Balance of payments 


(in million Western Samoan dollars) 


1968 1969 1970 
Item (estimates) 

Current account 
Total. exports.) ee -5 es 4.0 4.8 4.7 

Of which: 
Copra Pk a i iy. 1.9 1.8 1.7 
Cocoa at ee Pa a ede 1.3 1.8 1.4 
Bananas. a4) 3S 0.3 0.6 0.8 
Totalstiporss, 35 0 5D 7.4 8.3 
Balance of trade . . . —1.5 —2.6 —3.7 
Balance of invisible. . . 1.7 2.1 2.2 
Balance on current account . 0.2 —0.5 —15 

Capital account 
Private. so. te xc ania 0 0.5 n.a. 
Government . . .. « 0.8 0.8 n.a. 

Net borrowing or repaymen’ 

to Western Samoa. . . —0O.7 1.0 n.a. 
Net change in foreign reserves —0.3 —15 n.a. 
Errors and omissions. . . 0 —0.3 n.a. 


Source: Second Five Year Development Plan, 1971-1975. 


The economy in 1970 and future outlook 
Foreign trade 


The stagnation of export receipts in 1970 was 
a most disappointing development in this year. The 
main factor accounting for this was the fall in export 
earnings from cocoa on account of factors described 
earlier. However, export proceeds are projected to 
rise continuously after 1970, increasing from WS$4.6 
million in 1970 to WS$9.8 million in 1975, indicating 
an annual average growth rate of approximately 22 
per cent.. Imports on the other hand are projected 
to grow by only 6 per cent per annum, so that the 
deficit on the balance of trade will decline from 
WS$3.7 million in 1970 to WS$1.0 million in 1975.4 


Public services 


In an attempt to generate increased economic 
activity in 1970, the Government substantially in- 
creased its expenditure on social services and infras- 
tructure, especially on transport, education and health. 
On account of high maintenance expenditure during 
the earlier years of the first plan, only marginal 
investment was possible in the public sector. In 1970, 
however, and with the help of a loan of WS$500,000 
from the Asian Development Bank, a WS$2.5 million 
project was initiated for the up-grading of Faleolo 
airport and road to cope with increased international 


4 Second Five Year Development Plan, 1971-1975, p. 17, table IV. 
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air traffic, although the full effects of this will not 
be felt until the second plan period. Between 1971 
and 1975, investment in harbour development is 
expected to amount to WS$664,000. Over this period 
(1971-1975), there will also be further investments 
in water supply, sewerage, posts and communications, 
electricity and government offices. 


As regards education, the Education Department 
budget is estimated at WS$900,000 in 1970, repre- 
senting an increase of about 6 per cent over 1969. 
In 1970, school enrolment for the age group 5-14 
was as high as 74 per cent, and about 80 per cent 
of the pupils were in government schools. Participa- 
tion in the 15-19 age group is also high (26.9 per 
cent), indicating the importance that Western Samoa 
places on this aspect of development. By the last 
year of the second plan, primary-school enrolment is 
expected to increase to 90 per cent, while the objective 
in the secondary and post-secondary levels is to train 
graduates to meet the personnel requirements of 
Government, industry and commerce. The Trades 
Training Institute and its curriculum are being re- 
organized to meet the need for skilled workers, such 
as carpenters, auto mechanics, electricians and plum- 
bers. In the more specialized and advanced fields, 
an arrangement is being made to train the required 
indigenous personnel through appropriate training 
courses overseas. 


In order to finance the growing expenditure on 
public services, the Government has set up a Fiscal 
Review Committee which is to report soon. Three 
new revenue measures which are being given serious 
consideration are wholesale taxes on selected com- 
modities, charges on health services and education, 
and some form of land tax. Also, an additional 
WS$350,000 can be collected annually if general tariff 
rates are applied to goods entering Western Samoa 
from Commonwealth countries. A non-tax source of 
revenue will be the provident fund which is to be 
established in the second plan. This fund is expected 
to start functioning in 1972, and it is estimated that 
it will contribute WS$1 million to government finan- 
cial resources between 1972 and 1975. 


Further attention will be paid to the possibility 
of mobilizing much larger financial resources from 
the banking system, which at the moment holds a 
large proportion of its assets overseas or as reserves, 
as can be seen from table II-3-52. 


Since 1968, over half of domestic deposits have 
been invested overseas or retained as reserves, and 
there is, therefore, the possibility of extending more 
loans domestically, during the period of the second 
plan, both to the government and the private sector. 
In addition, the Government plans to float domestic 
loans amounting to about WS$1 million between 1971 


Table II-3-52. Western Samoa: Bank of Western 
Samoa’s domestic deposits, advances, overseas 
investments and reserves 


(in thousand Western Samoan dollars) 


Increase or 


decrease 

(percent- 
Item 1967 1968 1969 age) 
Domestic deposits . . . 2,236 2,718 3,807 57 
Domestic advances. . . . 1;154 J,112 1,271 —7 


Funds invested overseas or 
held as reserves by the 
Bank of Western Samoa . 1,188 1,550 2,839 123 


Advances/deposits ratio. . 51.6% 40.9% 33.4% 


and 1973, and these will bear a higher rate of interest 
than the general rate payable on bank deposits (2-3.5 
per cent). This should serve to mobilize increased 
domestic savings and help to damp down the in- 
flationary effects of the enlarged public expenditure 
programme. 


Foreign assistance and capital flows 

External loans and grants contributed a much 
larger proportion of total financial resources in 1970 
(15.5 per cent) than in 1969 (7.7 per cent), the 
main factor being the WS$500,000 loan from the 
Asian Development Bank for the Faleolo airport and 
road project. Over the course of the second plan 
period, the private sector will also require substantial 
inflows of foreign capital, and, to encourage such 
flows, the Government provides generous incentives 
in the form of tax holidays and duty-free importing. 


In late 1970, an American timber mill subsidiary, 
Potlatch Forests Incorporated, commenced operation 
at Assau on the northern island of Savaii. An 
investment programme of about $3 million is pro- 
jected, and, in 1971, the output of sawn timber is 
expected to be 8 million superfeet. In 1970, the 
demand for sawn timber of 2.9 million superfoot was 
met almost entirely by imports at a foreign exchange 
cost of WS$400,000, so it is likely that the operations 
of Potlatch will have a very favourable impact on 
the Western Samoan balance of payments position. 


Official foreign assistance played an increasingly 
important role in the development of the Western 
Samoan economy in 1970, the most imporfant con- 
tribution coming in the form of technical assistance 
to help the development of the local: agricultural and 
livestock projects mentioned earlier. The second plan 
recognizes the need for a considerable increase in 
the inflow of foreign assistance in the form of loans 
and grants between 1971 and 1975, and these sources 
are expected to contribute over 65 per cent of total 
government receipts on capital account in this period. 
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Tourism 5 


Tourism continued to grow in importance in 
1970. The number of tourists visiting Western Samoa 
rose from 15,000 in 1969 to an estimated 20,000 
in 1970, and tourist spending in the latter year 
amounted to approximately WS$1.2 million. Under 
the Enterprises Incentive Act, the Government en- 
courages local and foreign investment in hotels and 
other tourist facilities, and the Economic Development 
Department is actively engaged in the overseas pro- 
motion of tourism to Western Samoa. With the up- 
grading of Faleolo airport, with Polynesian and Fiji 
Airways operating bigger planes, and with United 
States airlines flying jumbo jets into Pago Pago 
(American Samoa), the number of tourists is expected 
to rise to 40,000 by 1975, with a consequent improve- 
ment in foreign exchange earnings from this source. 


Conclusion 


The Government of Western Samoa is actively 
engaged in an attempt to increase the rate of economic 


_ development, and its participation in the economy will 


increase during the second plan which commences on 
1 January 1971. This second plan is much more 
ambitious than the first in terms of techniques of 
planning, policy changes, institutional reforms and 
implementation procedures. However, several first 
plan programmes which are already under way should 
help greatly in the attainment of second plan targets. 


In addition to the problems which flow from the 
relative smallness and isolation, Western Samoa has 
a rate of population growth which, if unchecked, could 
thwart its efforts to raise the per capita income of 
its people. However, the Government is fully aware 
of the implications of this situation and is giving it 
active attention in the second plan. Despite these 
and other problems, Western Samoa has important 
advantages, such as abundant land resource and a 
high degree of political stability, and these may be 
expected to exert a favourable influence on the 
country’s future growth. 
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